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Tue Bureau of Economic and Business Research of the 
Temple University School of Business and Public Admin- 
istration was organized to provide a vehicle for stimulat- 
ing and coordinating analytical studies. Its primary 
objectives include (1) service to the alumni as well as to 
the faculty and students of the University by bringing 
to their attention pertinent developments in the world of 
business, and (2) service to business and government by 
making contributions to the solution of specific problems. 
To this end, the Bureau both carries on specialized research 
and publishes quarterly the Economics and Business 
Bulletin, containing some of the significant results of its 
current studies. 


The reader’s appraisal of the Bulletin and comments 
upon it are solicited. The Bureau also will appreciate 
receiving suggestions and requests for particular studies. 


The opinions and views expressed in the articles con- 
tained in this Bulletin are those of the writers and cannot 
be construed as the official opinions or policies of the 
School of Business and Public Administration. 











Marketing Practices of Philadelphia Drug 
and Grocery Wholesalers 
by CLAIR JAMES REILLY* 


In today's buyers’ market the methods 
of distribution of manufactured goods 
are being studied to lower costs and to 
find the most effective ways of selling 
to hesitant customers. Of the channels 
of distribution of manufactured goods, 
that from the manufacturer to the whole- 
caler, to the retailer, to the consumer is 
the most common. This article, in part, 
provides information on the role and 
status of the merchant or service whole- 
saler. Because the economic services 
rendered by the drug and grocery 
wholesalers are typical of merchant 
wholesalers, a survey of their marketing 
practices was made in Philadelphia.! 
This survey showed the services provided 
by wholesalers to retailers and by manu- 
facturers directly to retailers as well as 
the aid given to the wholesaler by the 
manufacturer, and the strengths and 
weaknesses of the current operations of 
wholesalers. 





*Clair James Reilly is a member of the 
Marketing facuity of the Temple University 
School of Business and Public Administra- 
tion. He is also a marketing consultant. 
1The Philadelphia survey of drug and gro- 

cery wholesalers was conducted by the 

Marketing 151 classes of the School of Busi- 

ness Administration of Temple University 

under the direction and supervision of the 
writer in the Fall Semester, 1957-1958. Stu- 
dents participating in the class project were: 

J. Abramson. J. Block, S, Simpson, M. Can- 

non, M. Sokol, IX. Painter, S. Lewis, L. Wein- 

grad, C. Williams, P. Bacon, L. Brown, D. 

DiGuiseppie, H, Schwartz, S. Goldman, H. 

Hopkins, N. Malmquist, P. DiFronzo, J. 


Di Julio, T. Gallagher, W. Printz, C. Ross, 
N. Van Walterop, C. Sheerin, S. Dreeben, 
FE. Schneyer, W. Fusselbaugh, I. Bass, J. 
Groch, EF. Hartmann, B. Vattieri, R. Cowan, 


S. Olshin. Special credit is extended to Sher- 
man Lewis for aid in the statistical develop- 
ment of this survey. 

The sample of drug and grocery wholesalers 
was derived from the Philadelphia Telephone 
Directory, May, 1957. A random method of 


selection was used. Of those wholesalers 
selected, a total of eight were not avail- 
able for interview. To replace these, the 
large drug and grocery wholesalers (those 


not in the original sample) were selected to 
be interviewed under the assumption that the 
wholesalitig practices of the large wholesalers 
would be more indicative of current opera- 
tions than those of the smaller wholesalers. 
Forty-two percent of the 70 grocery whole- 
salers and 46 percent of the 50 drug whole- 
salers in Philadelphia were interviewed. 


WHOLESALING practices are of 
great importance to the manufacturer, 
retailer customer, ultimate consumers, 
and to all of the middlemen who con- 
stitute the wholesale structure of our 
economy. The producer of food and drug 
items, for example, depends on the serv- 
ice wholesaler to sell his merchandise to 
retailers. The retailer depends on the 
wholesaler to render services such as 
buying, providing market information, 
storage, and transportation so that he 
may concentrate on the functions in 
which he is a specialist, retail selling. 
The ultimate consumer and other whole- 
salers benefit through reduced costs 
when wholesaling practices contribute to 
the efficiency of operations. 

In today’s buyers’ market wholesalers 
and manufacturers are appraising their 
marketing practices with the retailer in 
order to increase sales volume. In a 
buyers’ market, production exceeds de- 
mand. There is, then, a greater chal- 
lenge te direct the spending of the con- 
sumers’ incomes. Manufacturers become 
aware of advertising and salesmanship 
as methods of stimulating the consumer 
to purchase their merchandise. 

The merchant wholesaler in particular 
has been appraising his important role 
as a distributor of manufactured goods 
in our economy. In part, this appraisal 
of wholesaling practices stems from the 
desire of some manufacturers and large 
retailers to deal directly with each other 
in order to eliminate the middleman’s 
profit.2, Also, some consumers, through 
lack of knowledge of the value added by 
the services of the wholesaler, feel that 
they would benefit if they didn’t have to 
pay for the middleman’s services in the 
retail price. They fail to realize, due to 
lack of proper communication, that the 


2In the Philadelphia study of wholesaling 
practices, for example, 52 percent of the drug 
wholesalers and 35 percent of the grocery 
wholesalers reported circumvention by some 
manufacturers and large retailers. 
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retail price in many cases would be 
higher if many of the retailers performed 
the wholesaling services. The thousands 
of small and medium-sized retailers, for 
example, lack capital, warehousing facili- 
ties, and knowledge of nonretail selling 
functions. 


In order to understand the role of 
wholesaling in our economy, it is neces- 
sary to point out the historic marketing 
philosophy of the manufacturer with re- 
gard to distribution, and some of the eco- 
nomic conditions which have effected 
changes in channels of distribution. 

Manufacturers, because of the long- 
run sellers’ market up to 1910, could sell 
almost everything that they could pro- 
duce. For this reason, they delegated 
the selling function to the wholesale mid- 
dleman and concentrated on production. 
The _ producer-to-wholesaler-to-retailer 
method of distribution, thus, evolved. As 
contrasted with the buyers’ market men- 
tioned previously, demand exceeds availa- 
ble supply in the sellers’ market. Com- 
petition is not intensive and less em- 
phasis is placed on advertising. These 
conditions have also prevailed during 
war periods since 1910. 


In the 1920s and 1930s, the real de- 
velopment of the large department store 
and the supermarket took place. Many 
of these retail institutions, because of 
their large-scale buying power and the 
ability of their personnel to perform non- 
selling functions, began to purchase 
direct from the manufacturer. 

With an increase in production during 
this period, manufacturers searched for 
different methods of selling to distribute 
their production. The impact of the 
Industrial Revolution — with all of the 
technological advances in industry — 
led to a surplus of production over con- 
sumption. The surplus over consump- 
tion generally represents a challenge for 
those in marketing to develop methods 
of increasing consumption. Under these 
conditions methods of distribution, for 
example, are appraised carefully. 

Production increased greatly during 
the early part of the twentieth century. 


The value of goods marketed at whole- 
sale (1926 prices) increased from 
$28,784 million in 1900 to $73,279 million 
in 1923. The index of physical produc- 
tion increased from 36.7 to 93.0 during 
this period. Prior to 1900, wholesaling 
consisted mostly of handling imported 
merchandise.3 


At about this time manufacturers be- 
gan to reappraise the role of the whole- 
saler as a distributor of their goods. In 
general, some manufacturers felt that 
some wholesalers did little to stimulate 
demand for their products Many whole- 
salers functioned, for example, merely by 
taking orders from retailers. Also, only 
a few had advertising programs to help 
sell the products of the producers. It 
should be pointed out, however, that 
manufacturers gave very little advertis- 
ing and personal selling support to the 
wholesaler. As mentioned previously, 
many were content to concentrate on 
production. 


As a result, industrial productivity and 
competition among manufacturers for 
markets increased. In order to stimu- 
late demand, manufacturers began to use 
advertising extensively as a means of 
pointing out the advantages of their 
brands. When the consumer began to 
specify brands, the manufacturer became 
more dominant over the wholesaler. 
Some of these manufacturer advertising 
practices were resented by some whole- 
salers. Also, manufacturers began to 
lower the wholesale margin of products 
that gained national attention. 

Wholesalers then began to sell products 
under their own names in order to in- 
crease profits. The promotion of such 
“private” brands led manufacturers to 
form the Brand Names Foundation in 
order to stimulate the consumer to 
specify nationally advertised merchan- 
dise. The result was the so-called 
“Battle of Brands,” that is, manufac- 
turers’ vs. middlemen’s branded merchan- 
dise. In the Philadelphia survey, for ex- 

3Theodore Beckman and Nathaniel Engle, 


Wholesaling, The Ronald Press Co., New 
York, 1951, p. 80 
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ample, 43 percent of the drug and 21 
percent of the grocery wholesalers 
stated that manufacturers resent the pro- 
motion of private or wholesaler brands. 

The conflict between the manufacturer 
and wholesaler can be summarized as 
follows. Manufacturers claim that the 
wholesalers refuse to cooperate to create 
a market, that they push private brands, 
that they control retailers through credit, 
and that they are indifferent to advertis- 
ing promotion. Wholesalers, on the other 
hand, claim that manufacturers advertise 
to force the retailer to stock their 
brands, that they give the retailer the 
same discount, that they permit inade- 
quate margins on their products, and 
that they use premiums and samples to 
control retailers. 


TEAMWORK CONCEPT 

In reporting the conflict between some 
manufacturers and wholesalers for the 
retailer market, it should be pointed out 
that the conflict has proven costly to all. 
Today a new concept is developing. This 
is the marketing concept of teamwork 
among manufacturers, wholesalers and 
retailers. Indifference towards the whole- 
saler by some manufacturers has given 
way to plans for cooperation. Some drug 
wholesalers, for example, will develop 
merchandising programs with manufac- 
turers to promote their products. A 
calendar of sales activities may be fol- 
lowed to achieve cooperation and uni- 
formity of activities. Some manufactur- 
ers, in the same vein, promote the eco- 
nomic value of wholesalers’ services to 
the retailers. In the Philadelphia study, 
manufacturers were shown to aid drug 
and grocery wholesalers, for example, 
through sales training programs and col- 
lateral advertising. (See Table 4.) It 
was also shown that wholesaler-retailer 
teamwork was being improved through 
wholesaler training programs. (See 
Table 1.) 


ECONOMIC SERVICES 
WHOLESALERS PROVIDE 
RETAILERS 

The role of the wholesaler is revealed 
by the nature of the economic services 


TABLE 1 


Services Rendered by Drug and Grocery 
Wholesalers, as Reported by the Sample 
of Respondents to the Philadelphia 
Survey, 1958 





Percent Providing Service 
Services Drug 
Wholesalers Wholesalers 





A. Training for retail 
customers 

Checking merchandise 
Merchandise techniques 
Clerk training 
Display arrangements 
Advertising 

B. Service departments 
Telephone sales 
Special (technical) advice 
Self-service 
Cash and carry 

C. Special services 
Accounting 
Store displays 
Stock arrangements 
Direct mail-circulars 
Non-food or non-drug 

departments 

Financial aid 
Newspaper advertising 
Store fixtures 
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performed by him for the thousands of 
small, medium and large retailers who 
constitute the market. As can be seen, 
the wholesaler advises the retailer on 
the different methods of operations. Be- 
cause the wholesaler and retailer are 
linked closely together, this teamwork is 
essential to both. 


Keeping Retailers Informed. A valua- 
ble service that a wholesaler can perform 
for his retailer customers is to inform 
them of market developments. The re- 
tailer, for example, wants to know about 
packaging developments, prices, sched- 
uled promotions, and new products. This 
information is given to retailers by sales- 
men or by direct mail. In Philadelphia, 
82 percent of the drug wholesalers and 
90 percent of the grocery wholesalers 
reported that they kept the trade in- 
formed on market developments. 


Advertising and Sales Promotions. By 
providing point-of-purchase displays and 
advertising brochures to the retailer, for 
example, sales can be increased. Many 
retailers lack knowledge of this special- 
ized field and, therefore, welcome such 
aid. With regard to providing point of 
purchase display material for manufac- 
turer and wholesaler brands in the Phila- 
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delphia survey, 65 percent of the drug 
wholesalers provided for the former and 
85 percent of the grocery wholesalers 
emphasized the latter. 

Training of Retailers. Personnel of 
retail organizations benefit from whole- 
saler training programs. Lecturers in 
retail salesmanship, demonstrations on 
display arrangements, and instruction on 
inventory methods, for example, help im- 
prove operations. Training on display 
arrangements was reported as most im- 
portant by both drug and_ grocery 
wholesalers in the Philadelphia Survey. 

Financial Aid to Retailers. During cer- 


tain types of business conditions, re- 
tailers may need financial aid or an 
extension of credit. Some wholesalers 


will loan their own cash to the reliable 
retailers, or facilitate such transactions 
through banks. This step can enhance 
merchandising teamwork between whole- 
saler and retailer. 

Aid in Merchandising Nonfood Lines. 
With increased production, many sellers 
seek new outlets for their merchandise. 
The grocery store is typical of those that 
are adding new lines to increase their 
gross margins. Drug items, cosmetic 
supplies, and soft goods, for example, 
are now being sold by the grocery store. 
The drug store, in the same vein, has 
added toys, hardware, household furnish- 
ings and other nontraditional merchan- 
dise lines. The wholesaler has also 
provided valuable information about 
ways of selling these new items to the 
retailer. 

Accounting Aid to Retailers. This 
service is designed to aid the retailer in 
spotting difficulties before they develop. 
Retailers are more receptive to other 
services when accounting aid is given. 
Only a comparatively few drug and 
grocery wholesalers provide this service 
to retailers in Philadelphia. (See Table 1.) 

Stock Arrangements. The location of 
merchandise in certain areas of a store 
adds to the efficiency of stocking and 
shelving merchandise as well as increas- 
ing impulse sales of items because of 
their conspicuousness. Advice on depart- 


mentalization of merchandise is, then, 
another means of increasing sales. 

A summary of the specific services 
rendered for the retailer customer by the 
samples of Philadelphia drug and grocery 
wholesalers, classified as customer train- 
ing, regular services, and special services, 
is shown in Table 1. 


MANUFACTURER SERVICES 
PROVIDED DIRECT 
TO RETAILER 


As mentioned previously, some manu- 
facturers have been circumventing the 
wholesaler by selling direct to the re- 
tailer. In addition to the reasons for 
this mentioned previously, manufactur- 
ers may also be dissatisfied with the 
services performed by the wholesaler for 
the retailer, or may desire greater con- 
trol of the selling function, which may be 
obtained by having their own sales forces. 
It should be noted also that there are 
inherent conditions that favor direct sell- 
ing. If, for example, commodities are 
perishable, or if fashion is a vital charac- 
teristic of the goods, or if the gouds are 
of high unit value, manufactured on a 
specification basis, and requiring techni- 
cal knowledge in selling, direct sale may 
be most effective. 

In a buyers’ market, competition for 
the consumer’s dollar calls for the “hard 
sell,” that is, an aggressive coverage of 
all customers and prospects by every 
member of the sales force. The sales 
manager of a manufacturer can select, 
train, supervise, and stimulate salesmen 
to accomplish this objective. Although 
the salesman of a wholesaler, on the other 
hand, sells products of many manufac- 
turers, aggressive coverage of the market 
can be obtained, as shown in the fore- 
going statement for the manufacturer, by 
proper sales supervision. For both the 
manufacturer and wholesaler, improve- 
ments can be made by following the 
practices of scientific sales management. 

A continuous review, for example, of 
selecting, training, compensating, equip- 
ping, motivating, and allocating (accord- 
ing to a careful analysis of territorial 
potential) sales personnel as well as sales 
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TABLE 2 
Summary of Manufacturers’ Aids to 
Retailers, as Reported by Respondents to 
the Philadelphia Survey, 1958 





Percent Providing Service 
Services Drug Grocery 
Wholesalers Wholesalers 





Offer fixtures 62 63 
Advertising brochures 100 100 
Promoting dealer identity 100 72 
Offer store layout and 

display advice 75 100 
Adviee of missionary salesmen 63 70 


TABLE 3 
Methods of Expanding Sales in New 
Territories by Drug and Grocery Whole- 
salers, as Reported in the Philadelphia 
Survey, 1958 








Percent 
Methods Drug Grocery 
Wholesalers Wholesalers 

Promoting own brands 15.38 26.67 

Selling by direct mail 1.2 10.00 
Telephone or teletype 

orders 19.23 20.00 

Absorbing freight 11.54 23.33 








promotion practices should be made In 
some respects the sales management 
practices of wholesalers are not as com- 
plete or continuous as those of pro- 
ducers. The Philadelphia study revealed, 
for example, that 47 percent of the drug 
wholesalers and 15 percent of the grocery 
wholesalers use psychological tests in 
selecting sales personnel. Also, the 
respondents having sales training pro- 
grams were 59 percent for drug whole- 
salers, and 46 percent for grocery 
wholesalers. Other sales management 
practices reported are shown in Table 3. 
It should also be pointed out that when 
a manufacturer sells direct or when a 
large-scale retailer buys direct from the 
manufacturer, more out-of-pocket ex- 
penses are required than in any other 
method of marketing. The manufacturer 
and retailer, in other words, must assume 
and perform the functions of wholesal- 
ing — which in many cases have caused 
these organizations great difficulty be- 
cause of inadequate capital, lack of ex- 
perience, and lack of capable personnel 
to perform these functions The functions 
of wholesaling cannot be circumvented. 


As can be seen, manufacturers are try- 
ing to gain the retailers’ business by 
aiding in retail advertising, promoting 
the dealer’s name in the advertising of 
the manufacturer, offering store fixtures, 
and by having missionary salesmen ad- 
vise the retailer. (See Table 2.) 


MANUFACTURER’S SERVICES 
TO THE WHOLESALER 


Although there is debate about the 
manufacturer to retailer and manufac- 


turer to wholesaler to retailer methods 
of distribution, it should be remembered 
that the latter is the most predominant 
channel of distribution for manufactured 
goods. Merchant wholesalers, for ex- 
ample, showed their stability in the 
percent of total wholesaling sales. Over 
the census years of 1929, 1939, and 1948, 
wholesalers accounted for 42.5, 40.9 and 
40.0 percent of total wholesaling sales, 
respectively. 

Manufacturers achieve proper distribu- 
tion of their goods through efficient 
wholesalers. By employing wholesalers, 
intensive cultivation of every type of re- 








TABLE 4 


Manufacturers’ Aids to Wholesalers as 
Reported by Respondents to the Phila- 
delphia Survey, 1958 


Percent Providing Service 








Aid Drug Grocery 
Wholesalers Wholesalers 
Sales training 35.00 25.00 
Missionary Salesmen 60.00 85.00 
Collateral advertising 20.00 55.00 
Promoting Wholesalers’ 
identities 25.00 55.00 








tailer throughout the nation is possible. 
Also, wholesalers, by performing the 
services previously mentioned, are in an 
essential position to aid retailers who are 
in need of repeat merchandise such as 
groceries, drugs, hardware, tobacco and 
confectionary, and dry goods. 
Manufacturers, realizing the value of 
the wholesalers, provide aids to them to 
help sell their merchandise. The biggest 
aid given to drug and grocery whole- 


4Ibid, p. 119, 
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salers in Philadelphia was reportedly 
promotion advice by missionary salesmen. 
(See Table 4.) 


INTERNAL AND EXTERNAL 
OPERATIONS OF DRUG AND 
GROCERY WHOLESALERS 


Expanding Sales in New Territories. 
In the light of today’s competitive 
markets, wholesalers are reappraising 
and improving their operations. Attempts 
to expand sales in new territories, for 
example, are being made by drug and 
grocery wholesalers at present. Promo- 
tional techniques and salesmen calls em- 
phasize the brands of the wholesaler. 
Freight costs are being absorbed. Sales 
costs are being reduced by selling by 
direct mail or by telephone, as shown in 
Table 3. 


With regard to other sales’ manage- 
ment functions, Philadelphia drug and 
grocery wholesalers are not too active in 
using time and difficulty studies of sales- 
men. Only 10 percent of the drug and 
17 percent of the grocery wholesalers use 
such studies. On the other hand, 77 per- 
cent of the drug and 76 percent of the 
grocery wholesalers analyze advertising 
and personnel selling costs. 


With increased competition, whole- 
salers are expanding sales in new terri- 
tories. Some of the methods of expand- 
ing sales reported in the Philadelphia 
Survey also are shown in Table 3. 


Some Methods of 
Improving Operations 

There are some strong and some weak 
areas in the internal and external prac- 
tices of Philadelphia wholesalers. One 
of the biggest improvements in internal 
operations, such as physical handling of 
goods and the procedure of filling cus- 
tomer orders, is that of quicker supervis- 
ion through inter-communication sys- 
tems. In Philadelphia, 48 percent of the 
drug wholesalers and 49 percent of the 
grocery wholesalers have inter-communi- 
cations equipment, as shown in Table 5. 
Also, the use of conveyors, punch-card 
equipment, fork lift trucks, and microfilm 


TABLE 5 


Some Internal and External Practices of 
Drug and Grocery Wholesalers, as Re- 
ported in the Philadelphia Survey, 1958 


Percent 





INTERNAL: Equipment used 
to process customer orders 


Grocery 


rug 
Wholesalers Wholesalers 





Conveyors 42.9 44.8 
Pallots 14.3 24.1 
Lift trucks 23.8 55.2 
Inter-communication 47.6 48.3 
Punched-cards 33.3 24.1 
Microfilm 9.5 10.3 
EXTERNAL: Methods of analysis 
Salesman time & duty study 10.0 17.0 
Warehouse labor motion and 

time study 22.00 26.0 
Sales analysis 77.0 76.0 
Market research department 30.0 17.0 








show how the handling of goods and the 
accounting records pertaining to such 
goods are being controlled and accelerated. 


One of the biggest weaknesses is the 
lack of time and duty studies of sales- 
men. Although both drug and grocery 
wholesalers use sales analysis, such is 
limited primarily to studying territorial 
or customer sales as part of the duties 
of the sales manager or a member of 
the marketing research department. It 
was found also that marketing research 
departments (for respondents having 
such) were composed of one or two indi- 
viduals in some cases. 


PROBLEMS OF DRUG AND 
GROCERY WHOLESALERS 


The most frequent problems reported 
by both drug and grocery wholesalers in 
Philadelphia were difficulties or slowness 
in collecting from credit accounts and 
reducing operating costs in the light of 
the increased costs of performing the 
functions of wholesaling. 


In addition to the foregoing problems, 
drug wholesalers reported that other 
problems were as follows: manufactur- 
ers selling direct to the drug stores, the 
costs of filling small orders for retailers, 
price-cutting by competitors, a decline 
in sales of regular retailer customer to 
discount and cash-and-carry retail out- 
lets, public trend towards patent medi- 
cine, and the stimulating of salesmen 
towards greater sales efforts. 


The grocery wholesalers reported other 
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problems as follows: price-cutting by 
competitors, difficulty of receiving and 
delivering merchandise due to traffic con- 
gestion, teaching older salesmen new 
sales techniques, increasing sales efforts 
of salesmen, direct buying on the part of 
chain stores, competition from coopera- 
tives, need of more warehouse space, 
slow bank financing, making better use 
of overhead costs, and the need for fair- 
traded items to protect profit. 


CONCLUDING 
OBSERVATIONS 


The Philadelphia survey of drug and 
grocery wholesalers shows what is hap- 
pening in distributor-distributions of 
manufactured goods today. It shows 
also, in part, the marketing strategy of 
manufacturers who sell direct to retailers 


as well as of those who sell through the 
merchant or “service” wholesaler. 


As pointed out, there has been some 
conflict among manufacturers, whole- 
salers, and retailers, especially with re- 
gard to increased advertising and 
“brand” promotion of manufacturers and 
wholesalers. There is some indication, 
however, that this conflict is giving way 
to greater marketing teamwork between 
manufacturers, wholesalers, and retail- 
ers. All are linked closely in the chan- 
nel of distribution of consumer goods 
and can benefit through increased sales 
if there is greater marketing harmony. 
It is also necessary that all continue to 
increase the efficiency of services or 
functions provided, and to adapt them to 
the changing needs of their customers 
respectively. 











Sick Leave As a Management Problem—A Case History 


by ALFRED 


The following article is a summary of the 
results of a study of sick leave manage- 
ment. Recommendations for better ad- 
ministration are discussed. 


CONCERN that the Federal 
ment’s leave program for 
employees! may admit costly abuse has 
been expressed many governmental 
levels and has repeatedly commanded the 
attention of Congress.* Industry, too, 
has been concerned with the cost of sick 


Govern- 
sick civilian 


at 


leave, and has become increasingly so 
with the rising frequency of paid sick 
leave programs.® 

At one Defense Department research 
and industrial activity, the feeling of 
certain members of management that the 
federal program and its local application 
encouraged excessive use of leave 
was strengthened when a general 
counting office audit resulted in criticism 
of and imposition of requirements to re- 
duce sick leave rates. As a result, the 
writer became interested in the subjec 
and conducted an investigation to pro- 
cure information regarding the use and 
control of sick leave which might be of 


sick 


ac- 


*Alfred A. 
sile and Ordinance 
General Ilectric Company. 
Master's Degree in : 
from the School Bu 
Administration in June 1957. His thesis was 
entitled Sick Leave as a Management Prob- 
lem. Copies of this thesis are located in 
the Temple University Sullivan Library and 
in the Management Department. 

The program provides for thirteen working 
days per year with the right to unlimited 
aecumulation thereof. 

280th Congress, 2nd Session, House Report 
No. 126, Siek and Annual Leave, Washington, 
D. C., Government Printing Office, 1949, p. 11; 
S4th Congress, Ist Session, House Report No. 
131, The General Accounting Office’s Report 
on Leave Practices in Post Offices, Washing- 
ton, D. C., Government Printing Office, 1955, 
p. 1; and, 84th Congress, 2nd Session, House 
Report No. 1744, Leave Administration in the 
Departments and Agencies, 1956, p. 3. 

5See, for example, Hoffman, R. M., “Sick 
Leave Practices,’ Personnel Journal, XXXII, 
April, 1954, pp. 418—20; L. Wade, “A ‘Human 
Relations’ Approach to Sickness Absenteeism 
and Other Employee Problems,’ A.M.A. 
Archives of Industrial Health, XII, 1955, p. 
592; and, N. Plummer, and E. Hinkle, “Sick- 
ness Absenteeism,’ A.M.A. Archives of In- 
dustrial Health, XI, 1954, p. 218. 
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value to the management of the activity 
(referred to as the “Command’’), and 
which might have some general applica- 
tions to the federal and to private in- 
dustry programs. The study included an 
investigation of literature dealing with 
sick leave usage and administration, and 
a case study for the Command, summar- 
izing sick leave regulations, deriving and 
analyzing sick leave rates over a period 
of time, determining sick leave patterns 
for selected employee categories and or- 
ganizational groups, and ascertaining 
sick-leave administration procedures. 


SICK-LEAVE PRACTICES 


the raw statistics, sick-leave 
rates (percentage of potential working 


From 


time spent on sick leave) from 1946 
through 1955 were calculated for the 
Command, its major components, and 


white and blue-collar employee groups. 
From yearly data for the Command, 













shown in Chart 1, a strong secular trend 
was found, which was calculated as a 
linear trend by the method of least 
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squares and confirmed by a test for 
trend.4 (Calculated Rate 2.7285 + 
0.0147X, where X is number of months 


4F, E. Croxton and D. J. Cowden, Applied 
General Statistics, New York, Prentice-Hall, 
Inc., 1939, pp. 374, 399-405, 408, 469. 
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from mid-January 1947.) It is thus 
apparent that the sick leave rate has in- 
creased by approximately 1.5 percent in 
the nine years covered. This resulted in 
a 50 percent increase in terms of 1955 
employment and pay rates, and cost 
$300,000 more in 1955 alone than it would 
have had 1947-1948 rates been main- 
tained. While not proving that 1955 
rates were too high (or 1947 rates were 
too low), this indicates that investiga- 
tion of sick leave is worth management’s 
interest and can result in findings which 
may pay large dividends. 

The upward trend was found also for 
all of the Command’s components and 
for white-and-blue-collar groups. While 
some components have historically had 
higher rates than others, and blue-collar 
groups in all components have had gen- 
erally higher rates than the white-collar 
groups, the lower rate components and 
the white-collar groups nearly all have 
had more rapidly increasing rates. The 
miscellaneous staff activities units which 


organizationally have had the lowest sick 
leave rates lost all distinction when com- 
pared as a wholly white-collar group. 
Thus, control of sick leave and arrest of 
the trend is a problem in which no one 
component may be looked to for advice 
based on successful control. 


Monthly data show such complexity 
and detail that their usage to derive 
trends and other information was very 
limited. However, it was seen that fluc- 
tuations in rates were so large that rat- 
ing any group on short-time performance 
could be completely misleading. In 
addition, seasonal swings, calculation of 
which might give management a tool to 
use in interpreting and predicting sick 
leave rates, were seen to exist. For the 
Command (See Chart 2), seasonal indices 
were calculated in terms of percent of 
trend value.5 Together with trend, these 
indices generally predicted the actual 
rate within 20 percent. 


5Ibid., pp. 546-548. 
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Month Index Month Index 
Jan. 118.1% July 80.7% 
Feb. 121.2 Aug. 86.7 
Mar. 119.4 Sept. 91.0 
Apr. 107.6 Oct. 110.9 
May 101.8 Nov. 87.1 
June 80.0 Dee. 104.5 
Variations of actual from _ predicted 


rates, appearing as irregular movements 
(cyclical assumed negligible for the short 
time studied), were compared with the 
recorded events of major significance to 
employees. Although some variation in 
monthly rate was coincident with certain 
major events (low rate with ti.e start of 
the Korean conflict, high rate with lay- 
offs), archival events generally do not 
appear to have had an assignable effect. 
Health conditions such as minor epidem- 
ics may have had such an effect, but data 
were not available to establish this re- 
lationship. 


Comparison With 
Other Organizations 


Comparative data showing Command 
sick leave rates along with those of other 
federal and nonfederal organizations over 
a period of years are shown in Table 1. 
The data represent averages over periods 
of time of varying length ranging 
from one to ten years. In addition, de- 
tailed rates were obtained by month since 
1948 for an adjacent “heavy” industrial 
activity of the same service and for the 
average of U.S. Naval Shipyards® and 
by year and by month from 1943 to 1950, 
respectively, for the New York Tele- 
phone Company.7 Comparisons with 
private industry data were indicative but 
not specific because of variations in sick 
leave plans, definitions and methods of 
recording; however, comparability with 
other federal organizations should have 
been high because of uniformity of the 
federal plan and definitions. While Table 
1 reveals no trends in rates for federal 
organizations generally, the Command 
has risen from near the bottom of the 
spread in 1947 to near the top for the 


6Management Control Charts, No. 40 Bureau 
of Ships, Department of the Navy, Wash- 
ington, D.C., 1956. 


7Plumer and Hinkle, op., cit., pp. 221-224. 


years 1953-1955. The few nonfederal 
rates obtainable showed a large spread 
and an overlapping with federal data, 
which prevented any conclusions regard- 
ing comparative performance; however, 
the Command was again near the top. In 
specific comparisons, the Command ex- 
hibited a seasonal swing like that of the 
New York Telephone Company, but its 
rate has risen above that of the com- 
pany, which dropped slightly. Both the 
adjacent activity and the average for 
Naval Shipyards have shown upward 
secular trends, plus seasonal swings and 
have had some overlapping of monthly 
rates with the Command; but the Com- 
mand has had, in the long run, an un- 
mistakably higher rate than either of 
these two. (See Table 1.) 

Comparison of conditions advanced as 
reasons for the high sick leave rate at 
the Command with those elsewhere 
showed that climate, although confirmed 
as a general tendency by data for all 
naval shipyards, was invalidated in terms 
of specific weather by comparing data 
for it and the adjacent activity. Others 
have found age to result in increasing 
ilIness8 which may enter into secular 
trend, but this was invalidated as an ex- 
planation for the high rate of the Com- 
mand by comparison with the comparably 
staffed adjacent activity. Composition 
by sex was also invalidated as a reason 
for the trends both by the moderate pro- 
portion of female employees and by 
reasonable rates exhibited for Command 
shops predominently female, although 
others have found higher rates for 
women. ? 

Working conditions were also invali- 
dated as a reason for poorer performance 
by inherently poorer conditions of the 
adjacent activity, and sickness benefits 
were invalidated as a reason by virtue 
of their being unform throughout the 
government. The general health level 
was eliminated as a reason by comparison 
with the adjacent activity, but epidemic 


8Wade, op. cit., pp. 594-599 and Plumer and 
Hinkle, op, cit., p. 224. 


Sloe. cit. 
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Table 1 


COMPARISON OF SICK LEAVE RATES 
THE COMMAND VS. OTHER ORGANIZATIONS 








1948 - 1955 
The Comana ‘*? Other Organizations 
Inclusive Rate Rate Inclusive 
Tine (4) (f) Time _ Organization 
Jan.-Sept. '47 2.76 kl Jen.-Sept. '47 Bureau of Engraving and Printing 
” " lal 3.09 be ” 4 Larger Federal Depts. and Agencies 
. . > i 4.61 . . " General Accounting Office 
* . — +o 4h S s " Reconstruction Finance Corp. 
. ° - = 4.03 ie . * Office of Scientific Res. and Dev. 
. : ar 3.98 : ¢ _ Office of Defense Transportation 
S _ = 3.19 bs . . State Department 
- . 2 3.82 . . " ‘Treasury Department 
e lees: 3.40 . : “ —_—“ United States Army 
" « 7 8 2.98 = bg bs United States Navy 
by st oe 3.19 is x ° United States Air Force 
. Lo 2.67 by ° . Justice Department 
. = » 3 2.88 : ° ks Post Office Department 
° - cl 1.88 « : : Interior Department 
ig i: = a 2.25 es is hy Agriculture Department 
i - i 2.51 is 2 iy Commerce Department 
" ° me iM 3.66 - . bor Department 
Jan.-Sept.'53 3.76 2.95 12/21/52-10/10/53 {Blue Collar 6th Armored Div. and 
12/28/52-10/17/53 White Collar Ft. Leonard Wood 
Jan.-Aug. 'Se 3.81 4.11 Jan.-Aug. '54 t Office with receipts of 
Jan.-Aug. '55 4%.35 3.82 : - 6S 200,00 or more 
Jan.-Aug. '54 3.81 3.48 2 pies 5 Post Office Bureau of 
Jan.-Aug. '55 %.35 3.22 . = os Transport Regions 
Jul.-Dec. 5& 3.72 2.50 7/%/54-12/31/54 Commerce Department --all emp. 
glial ie. 5 2.69 . ” Commerce Department --temp. emp. 
. ° - 3.0 Jul.-Bec. '54 Defense Department 
2 oe : 3.04 . = United States Army 
. — . 3.33 . ales: United States Navy 
¥ = . 2.99 = 7. United States Air Force 
ba = se 3.02 = ~ Office of the Secretary of Defense 
" = . 3.36 : = Ss Treasury Department 
“4 . . 2.59 a es: State Department 
. @ @ " 3.20 T/*/54-1/1/55 Veterans Administration 
" » 8 ® 2.48 7/4/S4-12/31/Se Agriculture Department 
. - © . 1.52 Jul.-Dec. '5 State Department Foreign Service 
Jul.-Aug. "Se 3.56 3.4 Jul.-Aug. '54 15 Post Office Regions 
Jul.-Aug. '55 3.71 2.9 Jul.-Aug. '55 
1954 3.81 3.33 1954 Department of Health, Ed., & Welf. 
® . 2.47 Interior Department 
. : 3.47 . Labor Department 
Dec. 1954 3.78 3.6 Dec. 12-18, 1954 Overall Service 
Ly Le L 3.7 ” "Northeast Service ests. over 4000 
Mar. 1955 oh 3.5 Mar. 13-19, 1955 Overall Service 
= by si 3-9 os My "Northern Service ests. over 4000 
June 1955 3.7 3.1 June 12-18, 1955 Overall Service 
* . i 3.3 . > "Northern Service ests. over 4000 
Apr.-June'55 3.9 2.4 Apr.-June '55 Brooks Army Hospital 
Aug. 1955 3.64 2.4 Aug. 1955 Memphis General Depot U.S.A. 
(Non-federal organizations follow) 
1953 3.66 1.70 1953* DuPont Corporation 
bs 2 2.96 = "U. S. Industry" 
. be 2.13 is Minnesota State Employees 
1954 3.81 3.51 1954* Esso - women 
® ie 3.68 bs Esso - men 
.- " 1.2-1.3 . Plants adjacent to Esso with no 
sick benefits 
" « 4.6 . N.Y. Telephone Co. - women 
* ® 2.5 % N.¥. Telephone Co. - men 
May, 1954 4.67 1.80 May , ad City of San Diego Employees 
1954 3.81 1.7% 195) City of San Diego Employees 








illness was shown to have had an effect 
by certain coincident extremely high 
rates evident in monthly data for every 
organization which was studied. (This 
latter fact also demonstrates the need 


for evaluating sick-leave performance in 
terms of general conditions as well as 
over longer rather than shorter time 
periods.) Administrative policies and 
employee attitudes, thus, by elimination, 
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TABLE 2 


Summary of Performance Measures of Sick Leave Utilization 
for Selected Groups of Command Employees 





Low Rate Shops 








High Rate Shops Resignees Layoffs 

Time Period Studied One Year One Year 3 Months One Month 
Sick Leave Rate 3% 6% 6% 10% 
Rate, non-protracted! 1% to 2% 1% to 2% 8%% 6% 
Rate, Users Only 3% to 34% 7 to 11% 8% 15% 
Percent of Employees 

Using Sick Leave 80 to 90% 80 to 90% 80% 65% 
Number of Sick Leaves 

per year 3 to 5 3 to & 8 12 
Number of Sick Leaves 

per year, non- 

protracted! 2 to 4 2 to 4 7% 10 
Number of Sick Leaves 

per year, users only 3 to 4% 8 to 4% 10 18 
Average Length of Sick 

Leave (hours) 15 to 20 20 to 34 15 10 
Sick Leave 

non-protracted! 45 to 56% 21 to 40% 56% to 60% 


1Non-protracted is defined as under 24 
examination, 


working hours, hence not requiring medical 








became the logical sources of the causes 
of high sick-leave rates. 

While high sick-leave rates involve 
high cost and lowered efficiency and, when 
consistent, are cause for managerial con- 
cern, it should be noted that minimum 
rates are not necessarily optimum rates. 
The reasons for this include inefficiency 
of or poor decisions by ill persons,19 
prolongation and possible spread of ill- 
ness, and discouragement or prevention 
of elective medical treatment with serious 
and even disastrous effects later.11 Sick 
leave usage, thus, must be evaluated in 
terms of all business and human costs. 


SICK-LEAVE PATTERNS 


To aid in control of sick leave by pre- 
vention of abuses, patterns indicative of 
both abuse and normal usage were 
developed by extraction of information 
from individual employee leave cards for 
1955. Chosen for analysis were: (1) 
patterns during the last 30 days’ service 
of the nearly 400 employees subject to 
reduction-in-force by 30 days’ notice; 
(2) patterns for the 159 resignees dur- 
ing their last 90 days’ service; and (3) 





19R, W. Babson, 
Commercial and 
CLXXIX, 1954, p. 990. 

11Wade, op. cit., p. 592. 


“Business and Health,” 
Financial Chronicle, 


patterns for the year of those organiza- 
tional groups which had the highest and 
lowest sick leave rates among white-col- 
lar shops (security and fiscal, respec- 
tively), and among blue-collar shops 
(paint and wood shops, respectively), 
sufficiently large for valid study. Pat- 
terns preceding retirement and by age, 
sex or employee type could not be ob- 
tained from the records available. How- 
ever, sick leave rates for predominantly 
female shops were not notably high in 
contrast with findings elsewhere, and 
maternity resignees’ sick-leave costs 
were found to be less than one percent 
of total, despite the fact that they were, 
by law, always granted all accumulated 
sick leave. Over-all performance meas- 
ures of the groups analyzed are shown 
in Table 2. (See also Charts 3 and 4.) 
Departing personnel, particularly those 
laid off, showed high frequency and 
sick-leave rates, principally among users, 
and for short increments not needing 
medical substantiation. This implies 
strongly that they tended to use rather 
than lose accumulated sick leave. High 
rate shops appear to differ from the low 
rate shops principally in that employees 
tended to spend more time in long sick 
leaves. A comparison with other organi- 
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Chart 3 
WEEKLY DISTRIBUTION OF ONE DAY SICK LEAVES 
AS PERCENT OF TOTAL SICK LEAVES 
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zations shows the percentage of users to 
be high compared with industry, but not 
government, while users’ sick-leave rates 
(except in low rate shops) and the fre- 
quency rate are very high and the aver- 
age length of sick leave very low.!2 


Distribution of sick leave and fre- 
quency rates by length of increment 
(relative both to their totals and to poten- 
tial work time) confirmed that high and 
low rate shops differed principally in that 
there was large usage of very long (over 
two weeks) sick leaves, indicative that a 
high rate may well be due to illness 
rather than abuse. The fiscal depart- 
ment on the other hand, had the highest 
use among the shops of one-day sick 
leaves. Departures showed very high 
usage of nonprotracted sick leave, par- 
ticularly single day leaves. However, the 
data for resignees showed that much of 
the high rate associated therewith re- 
sulted from long term sick leaves, 


1280th Congress, 2nd Session, House of Rep- 
resentatives, Hearings Before The Committee 
on Post Office and Civil Service in Treasury 
Department Appropriation Bill for 1949, 
Washington, D. C., Government Printing 
Office, 1948, p. 41; 84th Congress, 2nd Session, 
House Report No. 1744, Leave Administration 
in the Departments and Agencies, Washing- 
ton, D. C., Government Printing Office, 1956, 
passim; 80th Congress, 2nd Session, Senate 
Document No. 126, Sick and Annual Leave, 
Washington, D. C., Government Printing 
Office, 1948, passim; Wade, op, cit., passim; 
and Plumer and Hinkle, op. cit. p. 221. 


probably due to resignations caused by 
long illnesses. 


Weekly patterns were not developed 
for the security department, which works 
a seven-day week with a system of relay- 
ing personnel. Otherwise, weekly pat- 
terns of sick leave and frequency rates 
showed a strong tendency toward low 
sick leave use on Thursday (pay day) 
for all groups but the fiscal department, 
which is paid bi-weekly. Weekly pat- 
terns of single day sick leaves also 
revealed a large decrease on Thursday 
for all groups but fiscal (perhaps partly 
explained by not scheduling medical or 
dental treatment on pay day) with a 
large increase on Monday or Friday or 
both for all groups except those included 
in layoffs who had a high one-day rate 
throughout. Even among layoffs, how- 
ever, a higher percentage was recorded 
for Friday for single day sick-leaves than 
for any other day of the week. 

A number of different methods of 
presentation of data were used to reveal 
these patterns. Weekly distributions of 


one-day sick leaves as a percent of total 
sick leaves revealed best the high Mon- 
day and Friday usage, while weekly dis- 
tribution of one-day sick leaves in terms 
of potential work time brought out rela- 
tive usage of one-day leaves between 
groups and demonstrated low Thursday 
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Chart 4 
WEEKLY DISTRIBUTION OF ONE DAY SICK LEAVES 
PER 1000 POTENTIAL HOURS 
Sates Layoffs: Resignees: Paint Shop Fiscal Wood Shop 
12/30/55 — 3 months data—— Bnployees; Paployees: Bnployees: 
all--<-- alle--- full year —— full yar—— full year——— 
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nn | 
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Work Week Day 
Source: Summation from individual leave records in the Command; see text 
rates. These are shown on Charts 3 and may reveal, as it has elsewhere, that a 
4. However, weekly distributions of small group of high sick leave rates 


sick leave usage and frequency relative 
to total usage and frequency as well as 
to potential work time were useful as 
were those showing each day’s total of 
one-day sick leaves as a percentage of 
that day’s total sick leaves. 
Distribution of sick leave usage among 
personnel of the groups was considerably 
more uniform than reported elsewhere.13 
The least uniform distribution occurred 
in the security department which had a 
few very long spells of sick leave, while 
the most uniform was in the fiscal de- 
partment, which used sick leave at a low 
rate. Thus, concentration on a small 
percentage of the highest sick leave rate 
employees for control, as proposed else- 
where,14 does not appear to be advisable 
in this case. Distributions of frequency 
of sick leave usage among personnel of 
the groups also revealed considerable 
uniformity as well as substantially less 
spread between the groups. While use 
of frequency appears a logical way to 
develop a small group upon which to 
concentrate for control, uniformity is 
such that this group would have to be 
relatively large and/or that the percent- 
age of sick leaves under control would be 
relatively small. However, extension of 
this information over a number of years 


15Wade, op. cit., p. 601. 
14Loe. cit. 


and/or high usage employees who are 
“ilIness prone” exist, upon whom such 
control might be concentrated. 


INVESTIGATION OF SICK 
LEAVE ADMINISTRATION 


To ascertain whether differences in 
sick leave behavior among organizational 
groups could be correlated with their ad- 
ministration of sick leave, and whether 
significant information regarding sick 
leave administration practices could be 
developed, a key civilian in each shop 
studied was interviewed. The results 
were revealing. First, it was found that 
individual leave cards, which constitute 
the official record, were kept by time- 
keepers who reported to the fiscal depart- 
ment. They could be observed but not 
annotated or duplicated by shops. Un- 
official records to point up individual per- 
formance were therefore kept by both 
white-collar groups, including the fiscal 
department. The blue-collar shops were 
found to obey the letter of the rule by 
keeping no such records, but reported 
that their absences were a handicap. 


Processing of sick leave applications 
involved checking against the unofficial 
charts in the white-collar groups, and 
optionally checking employee leave cards 
in one blue-collar shop. In all cases, it 
was found that supervisory judgment 
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and memory played a large part in the 
record-keeping. While all agreed that 
the requirement for a doctor’s certificate 
for over three days’ sick leave was a 
deterrent to abuse, three groups felt that 
its wording could be improved to inform 
the physician better of its importance. 
The certification reads: “I certify that 
...(mame)...was under my professional 


care from...(date)...to...(date).... In 
my opinion employee was able to return 
to duty...(date)....... (signature)...”. 


Disputing a medical certificate for other- 
wise proven abuse was very difficult. 


The privilege of requiring doctors’ 
certificates of suspected abusers for all 
sick leaves was agreed to be a valuable 
deterrent, though sparingly used. How- 
ever, the requirement for a verbal warn- 
ing preceding the requirement of such a 
certificate was controversial. Visiting to 
check on sick-leave users was found to 
be little used and was regarded as 
generating poor employee _ relations. 
However, the visiting nurse service, 
which had done this, was felt to have 
been of some aid. 


A monthly absenteeism report contain- 
ing sick leave days per employee for each 
shop was used as a rough performance 
check by the fiscal department, but was 
not usable by the other groups and not 
seen by the security department. 


Controls used in the shops included 
(1) invoking the sick-leave abuse warn- 
ing after five sick-leave days in a year 
without medical certification, (2) invok- 
ing the warning after seven sick-leaves 
per year, (3) supervisory opinion and 
memory, and (4) unofficial charts. Each 
person interviewed on the subject ex- 
pressed opinions on his organization’s 
and the Command’s sick-leave perform- 
ance. It was generally felt that advanc- 
ing work force age played a role in the 
increasing rate of use and that education 
on the sick-leave privilege would be a 
valuable step. 

It may be concluded that there was no 
method of control to which good sick- 
leave performance could be attributed. 
In fact, the shop with seemingly the 


least control reported the lowest rate. 
What few controls existed were based 
on ideas rather than investigation. 


RECOMMENDATIONS 


Based upon this investigation of or- 
ganization-wide sick leave practices, it 
was recommended that management act 
to reduce the sick-leave usage rate. As a 
first step it was suggested that sick-leave 
rates in the Command and its components 
be charted for management control in- 
formation. For determination of both 
trend and details of usage, it was recom- 
mended that both monthly and yearly 
charts be kept, with time spans sufficient 
to uncover significant facts. Since a fairly 
accurate calculation of the sick leave rate 
is possible by secular and seasonal trends, 
it was recommended that actual data be 
compared with calculated data, and that, 
because of irregular variations, caution 
be exercised in drawing conclusions based 
on any month’s performance. Sick leave 
rate data are susceptible of control chart 
techniques. Hence, calculation of con- 
trol chart limits based on standard devia- 
tion applied to historical information was 
recommended as a device by which the 
exception principle might be invoked.15 
(See Chart 5.) 

Since the chart limits include a secular 
trend, they do not necessarily indicate 
what is acceptable but merely what is 
predictable. However, the chart will give 
an indication when the trend is being 
arrested; and after arrest, and particu- 
larly reversal, occurs, its value will be 
increased. 


Based on comparisons of sick leave 
usage of the Command with other organi- 
zations, it was recommended that the in- 
formation developed be considered cor- 
roborative of the deteriorating rate of 
the Command since it was rising both 
absolutely and relative to other organiza- 
tions. It was also recommended that 
comparative data be gathered in the 
future to show relative performance, par- 


15C, W. Churchman, S. E. Ensor, and M. F. 
Stevens, Methods of Making Experimental 
Inferences, Statistical Memorandum No. 4, 
= Frankford Arsenal, 1946, pp. 
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Chart 5 


CALCULATED MONTHLY SICK LEAVE RATE FOR THE COMMAND 
INCLUDING TREND AND SEASONAL MOVEVENTS (1947-1955) 


Fercent 


Sick Leave 


Trend Line 


ce Trend and Seasonal Line 


HH 


Upper Control Limit 





Lower Control Limit 





UV 





viel Sain ll i pa | rt 


rT T 
1947 1948 1949 


tt 
1950 


sr 
1951 


rT, y | +. FI ke 
1952 1953 1954 1955 


Years 
Source: Calculation from unpublished records; see text 








ticularly after institution of improved 
controls, and that extraordinary rates be 
checked as indicators of general condi- 
tions (such as health) before drawing 
any conclusions that they are due to in- 
ternal conditions. Similarly it was 
recommended that administrative prac- 
tices and employee attitudes be examined 
as important causes of high rates. 


Based upon the analysis of sick leave 
patterns, it was recommended that 
special sick leave control be practiced 
(particularly for short increments) on 
resignee and laid-off groups and that 
concern over maternity resignees be 
minimized both because this latter group 
resulted in'very small costs and because 
such charges are supported by law. 


It was recommended that caution be 
exercised in using a high sick leave rate 
as an indicator of poor control, since in 
both high rate shops analyzed the cause 


was apparently high incidence of serious 
illness. 


Certain patterns developed were usable 
as bench marks in sick leave control, 
and offered the potential of development 
from additional data at small cost for 
immediate use. Therefore, it was recom- 
mended that adverse patterns of low 
average sick leave length, high use of 
single day sick leaves, concentration of 
sick leaves (particularly single days) 
adjacent to week-ends, sufficient usage to 
allow large drops on pay day (particu- 
larly of one day sick leaves), and high 
usage (particularly one day) by per- 
sonnel laid off or resigning, be utilized as 
control points in sick leave reduction. 


The collection and use of pattern data 
as a continual control measure was also 
recommended, since the information is 
inexpensive and enlightening, and pro- 












| 
| 








» to 
cu- 
igh 
er- 
as 


ata 
ilso 

is 
rO- 











SICK LEAVE AS A MANAGEMENT PROBLEM—A CASE HISTORY 19 





vides a means of substantial improve- 
ment in sick leave rates. 


It was recommended that management 
give consideration to altering the pay 
day schedule, keeping in mind the abuse 
pattern most likely to develop with any 
given pay day. 


Based upon this investigation of sick 
leave administration, it was recom- 
mended that a simple pattern chart 
based, at least in part, on this investiga- 
tion be distributed for shop use, since all 
groups interviewed either kept or felt the 
lack of a chart for sick leave control. 
While such a chart would require a 
small amount of time, (already being 
spent in many groups on makeshift 
charts), it would not only present pat- 
terns for sick leave control but would 
engender supervisory interest. It was 
also recommended that employee sick 
leave performance be reviewed periodi- 
cally to assure continuation of control 
measures, and that records include reas- 
ons for each sick leave absence. 


It was suggested that the wording of 
medical certification forms be improved 
so as to inform the physician that he is, 
in effect, certifying a pay voucher for a 
period in which the applicant was in- 
capacitated. Such form should also pro- 
vide for the doctors’ diagnoses. 


t was recommended that the require- 
ment for a doctor’s certificate for all 
sick leaves of suspected abusers be re- 
tained. It was urged that visits to check 
on sick leave use be made sparingly by 
trained personnel, and that they be made 
only in the spirit of “can we help?” 
rather than in the nature of prying for 
evidence of recalcitrance. In that con- 
nection, it was suggested that the visit- 
ing nurse service not be reinstituted 
since it is expensive, of controversial 
value, must operate on a quota system, 
has the strong implication of prying, and 


does not materially depend upon the 
visitor having medical training. It was 
also recommended that the monthly ab- 
senteeism report be strengthened by 
better distribution, by presentation of 
data in more usable form and by inform- 
ing recipients of how to achieve value 
from it. 

Based upon this investigation, it was 
recommended most strongly that a pro- 
gram of sick leave education be instituted 
with employee groups. Understanding 
of the program should materially improve 
use patterns and reduce control problems. 

Finally, it was recommended that more 
recognition be given to the medical 
aspects of absence problems. When 
counseling and records indicate causes of 
poor behaviour which may make disci- 
plinary action adverse or unwarranted, 
the employee should be referred to the 
medical department for discussions and 
medical examinations to discover or rule 
out organic disease and to relate symp- 
toms of functional disturbance to life 
situations. This would not only improve 
sick leave performance, but might in- 
crease efficiency through assuring that 
employees were assigned where they 
might perform at their optimum without 
harming themselves or their associates, 
and also through improved health and 
morale. 


Conclusions 


It has been shown that the sick leave 
performance of the Command was poor 
and deteriorating, and that the weakness 
was in sick leave administration because 
sick leave control was poor. Constructive 
management actions have been proposed 
which involve an appreciable expense. 
However, the rewards may be great not 
only in reduction of sick leave costs but 
in increased efficiency from improved 
employee relations and morale through 
moving against abusers and, in the end, 
through better health. 











Hard Facts About Easy Money 
by JOSEPH L. NICHOLSON* 


During 1957, the quarterly financial 
balance sheets of American business con- 
tinued to worsen, when compared with 
the corresponding quarters of 1956. For 
example, ratios of current assets to cur- 
rent liabilities were lower, profits on sales 
and net worth declined and long term 
debt climbed. Those recommending 
easy money and government spending 
could benefit from an analysis of these 
ratios. They would also find few credit 
men willing to sanction loans for further 
expansion when the financial ratios al- 
ready pointed to over-expansion. 





PoLITICIANS offer tranquilizers in the 
form of easy money to dispel fear of a 
depression. The magic medicine of more 
spending with no increase in taxes has 
been promised and lower stock margins 
and interest rates have been prescribed 
for our economic aches and pains. These 
palliatives are insufficient when the econ- 
omy faces a deep seated malady. 


A word of caution as to the health of 
business seems appropriate to those poli- 
ticians and businessmen depending on 
“easier money.” The financial balance 
sheet of American business shows ratios 
which indicate a deep seated malady. 
During 1957, the working capital posi- 
tion of American business deteriorated. 
Profits, in relation to net worth and sales, 
declined. Corporate debt, in relation to 
equity capital, climbed. With such ratios 
as evidence, a prudent banker, regard- 
less of how much money his vaults may 
hold, is likely to contract rather than 
expand his loans. 


The ratios depicting the fundamental 


*Joseph L. Nicholson is a Management Con- 
sultant, located in Philadelphia. He was 
formerly a Lecturer in Management in the 
Temple University Evening School. He has 
also written widely in the fields of Air 
Transportation Management and Economics. 


state of business health are from a cross 
section of American industry. They 
appear in the “Quarterly Financial Re- 
port for Manufacturing Corporations” 
compiled jointly by the Federal Trade 
Commission and the Securities and Ex- 
change Commission. The ratios are 
computed from the statements of approxi- 
mately 9,200 manufacturing corporations 
with assets ranging from less than 
$250,000 to over $1,000,000,000. In the 
paragraphs to follow, examples of the 
ratios for the first three quarters of 1957 
are compared with those for similar quar- 
ters of 1956. 


BUSINESS LIQUIDITY 


Business is becoming less liquid. For 
each quarter of 1957, the ratios of cur- 
rent assets to current liabilities has been 


lower than for the corresponding quarter 
of 1956. 


RATIOS OF CURRENT ASSETS TO 
CURRENT LIABILITIES 


Ist Quarter 2nd Quarter 3rd Quarter 
1956 2.46 2.50 2.43 
1957 2.38 2.43 2.41 


During 1957, the greatest decline in the 
current ratio from the quarter of the 
previous year occurred in the first 
quarter. 

Cash was lower than in 1956. While 
the current ratios declined, cash and gov- 
ernment securities were lower for each 
1957 quarter when compared with the 
similar quarter of 1956. 


TOTAL CASH AND U. S. GOVERNMENT 
SECURITIES AS PERCENT OF CURRENT 


LIABILITIES 
Ist Quarter 2nd Quarter 3rd Quarter 
1956 61 58 55 
1957 51 51 52 


It is seen that cash as a percent of cur- 
rent liabilities showed a slight improve- 
ment in the third over the two preceding; 
quarters of 1957. 


Profits on stockholders’ equities have 
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turned down. Beginning in 1956, the 
annual rate of return after taxes on 
stockholders’ equities progressively de- 
clined. 
ANNUAL RATE OF PROFITS AFTER 
TAXES ON STOCKHOLDERS’ EQUITIES 
1st Quarter 2nd Quarter 3rd Quarter 
1956 12.5 12.0 11.0 
1957 11.9 11.6 10.5 


There was also a decline in profits when 
corresponding quarters were compared. 

During 1957, profits after taxes as a 
percent of sales dropped. 


PROFIT AFTER TAXES AS A PERCENT 


OF SALES 
lst Quarter 2nd Quarter 3rd Quarter 
1956 5.3 5.5 4.9 
1957 5.1 5.0 4.7 


With 1957 profits declining and sales 
increasing, business may be vulnerable 
cost-wise with a fall-off in sales. 


How did business get itself in a posi- 
tion where it is becoming less liquid? 
The answer is indicated by a cross sec- 
tion of the responses of business repre- 
sentatives to questionnaires and of the 
types of help requested of banks during 
the past six months. A _ hypothetical 
company representing a composite of 
the problems posed, reveals an expansion 
program, completed during the latter 
part of 1956. The expansion may have 
included a new product, equipment or 
plant, financed by a bank loan the re- 
payment of which was predicated on 
profits from projected increased sales. 
These, in turn, were based on the 
previous year’s higher rate of profit. 

What actually happened? The expan- 
sion cost more than expected, profits de- 
clined, projected sales did not materialize, 
bank loans as they became due were paid 
out of working capital or even, in some 
instances, by being delinquent in paying 
withholding taxes. 

Regardless of how easy money be- 
comes through government manipula- 
tion, sound banking practice will not 
justify increased loans to business with 
declining profits and unwieldly debt 


structures. Furthermore, the customers 
of business, both individuals and corpora- 
tions, are deeply in debt. 


Business and Consumer Debt 


A picture of the large and rapid 
growth of business and individual debt is 
shown below. 








GROWTH OF DEBT OF BUSINESS AND 
INDIVIDUALS 


Mid-Year 1951 — Mid-Year 1957 





In Billions Percentage 
(of Dollars) Changel 
Type of Debt 1951 1957 1951 to 1957 
Business 117 190 62 
Nonfarm 98 156 59 
Farm 10 15 50 
Financial 9 19 11L 
Individual 69 146 112 
Mortgage 42 94 124 
Consumer Credit 21 42 100 
Other Debt to 
Individuals 6 10 67 


Source: Federal Reserve Bulletin, December, 
1957, p. 1355. 


1Percentages rounded. 








Business debt in the six years from mid- 
1951 to mid-1957 increased 62 percent. 
Of this debt, that of financial business 
jumped 111 percent. Debt of individuals 
during this period increased sharply by 
112 percent. The mortgage debt growth 
of 124 percent and that of consumer 
credit of 100 percent were impressive. 
When business debt is at a record level 
and individual debt is at or near the 
all-time peak, the ability of easy money 
to cause another rise in our economy is 
questionable.1 This is especially true 
since the high levels of business and 
individual debt suggest inventories need- 
ing liquidation and consumers who are 
stocked-up. Even though the government 
pulls levers to loosen credit, it is no 
guarantee that it will be used. 


CONCLUDING 
OBSERVATION 

Avoidance of a depression is so appeal- 
ing that cheap money and unbalanced 
budgets are popular among the less 
u. iS "Gow Report of the President for 1957, 


S. Gov’t. Printing Office, Washington, 
D. C., Jan., 1958. 
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orthodox financiers, businessmen and 
government officials. However, one should 
realize that business is beginning to feel 
the hangover from one of our longest 
booms. Economic history indicates that 
the bigger the rise, the greater the de- 
cline. Under the circumstances, the 
effectiveness of new inflation resulting 
from the so-called “automatic stabilizer,” 
a deficit to be monetized, is doubtful. 
In the first place, corporate tax pay- 
ments based on 1957 profits will be large 


in March and June of 1958, and the re- 
sults of the unbalanced budget will not 
be effective in stimulating the economy, 
at least in the first six months of 1958. 
In the second place, liquidation of huge 
corporate and private debt and the clos- 
ing out of marginal businesses may well 
develop greater deflation than the added 
inflation attributable to government 
action. When business suffers from a 
basic malady, it is a fallacy to believe 
that easy money can work a miracle. 





Philadelphia Business Index 


The September 1950 issue of the Bul- 
letin presented a new index of general 
business conditions in the City of Phila- 
delphia. This series, prepared and since 
maintained by Robert T. Kline, was de- 
signed to reflect economic activity 
exclusively within the boundaries of the 
City of Philadelphia. It was originally 
based upon a combination of statistical 
data representing (1) industrial electric 
power sales; (2) indexes of employment 
and employee-hours; (3) department 
store sales!; (4) bank debits?; and (5) 
total construction. Because the method 
of reporting certain data is under re- 
vision by the originating agencies, the 
change in average weekly hours worked 
and the monthly change in total employ- 
ment in the Philadelphia metropolitan 
area, both prepared by the Department 
of Research of the Federal Reserve Bank 
of Philadelphia, have been substituted 
for (2) above. This is a temporary ex- 
pedient to maintain continuity of the 

‘The revised index of Department Store 


Sales, published by the Federal Reserve 
Bank of Philadelphia, has been used in the 


composite index since October, 1951. Begin- 
ning September, 1957, the new seasonally 
adjusted Department Store Sales _ series 


(1947 = 100), published by the Philadelphia 
Federal Reserve Bank, has been used. 

2The revised Wholesale Price Index, all 
commodities, published by the BLS, is used 
beginning January, 1952 as a deflationary 
index for the Bank Debit Series. 


index. The original data series will be 
restored after revision. 


The following table presents the index 


for the years 1939 through 1957, and by 
month from May, 1957.3 








Index of General Business Conditions, 
City of Philadelphia, 1947100 





Year Index Month Index 
1939 73 1957 

1940 77 May 129.9 
1941 96 June 131.7 
1942 99 July 133.6 
1943 106 Aug. 135.7 
1944 106 Sept. 136.2 
1945 98 Oct. 133.4 
1946 100 Nov. 130.0 
1947 100 Dec. 127.0 
1948 103 1958 

1949 97 Jan. 125.4 
1950 108 Feb. 125.1 
1951 111 Mar. 124.1p 
1952 111 Apr. 123.4e 
1953 119 May 123.0e 
1954 119 

1955 124 

1956 128 

1957 130 


p=preliminary 
e=estimated. Based on currently pub- 
lished weekly indicators. 








‘Kline, Robert T., “A Measurement of 
General Business Conditions in the City of 
Philadelphia.” Economics an Business 
Bulletin, Temple University School of Busi- 
ness and Public Administration, Philadel- 
phia, Pa., September, 1950, pp. 33-40. 
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Toward a Clearer Understanding of the Concept 
of Marketing Management 
by KARL H. STEIN* 


This article aims to clarify the concept 
of marketing management by tracing 
some of the forces which helped to 
crystallize it and by examining the views 
expressed by respondents to a question- 
naire survey on the subject.1 On the 
basis of this exposition, the implications 
of the new marketing philosophy for 
executive education are set forth. 





|r is the purpose of this article to give 
the concept of marketing management 
clearer meaning by tracing some of the 
forces and resultant trends which have 
helped to produce this conceptual inno- 
vation and the operational and organiza- 
tional changes involved. 


DEVELOPMENT OF 
MARKETING 


The concept of marketing management 
represents a tertiary development fol- 
lowing the two previous stages, sales 
management and marketing as separate 
business functions. During the early 
years of American development and until 
the turn of the twentieth century, a 
period of a practically universal secular 
sellers’ market, selling was little more 
than order taking because there was only 
a limited variety of goods for which de- 
mand exceeded supply, and most products 
were sold locally, unbranded and there- 
fore unadvertised. Regular channels of 
distribution were not extensively used 
until the transportation revolution of the 
1830s and 1840s had opened up markets 
for the newly developing products. 


Personal selling dates from this period 
but did not become general until the 


*Karl H. Stein is an Assistant Professor of 
Marketing in the Temple University School 
of Business and Public Administration. He 
is also engaged in marketing consulting. 

1The detailed findings from this survey, 
undertaken by the writer in 1957-58, are avail- 
able in summary form and may be obtained 
on request. 


1870s, and advertising did not become an 
established selling technique until, under 
the impact of cheaper and more frequent 
mail service and news-gathering meth- 
ods, news media increased in number and 
frequency. Greater fixed capital invest- 
ment in production facilities, availability 
of more and more varied products to 
satisfy the needs of a population, the 
phenomenal rate of increase of which was 
visibly declining, emphasized the need 
for more forceful market penetration in 
the light of more vigorous competition 
and forced a reorientation of manufac- 
turers from production to marketing 
around the turn of the century. 

In the previous period, consumer 
marketing had been dominated by the 
wholesaler acting as “purchasing agent” 
for the retailer. Then the manufacturer 
and multiple department store and mail- 
order house began to dominate distribu- 
tion. The former began to woo the con- 
sumer by brand advertising and packag- 
ing, the latter by providing a one-stop 
shopping facility with many desirable 
services. 


Development of Sales Management 


This was the heyday of salesmanship. 
To sell more goods became the sole ob- 
jective of marketing. Scientific sales 
planning and management had to await 
the realization that operational selling 
inefficiencies and dissipation of sales 
efforts could drain away much of the 
potential profits expected from the high 
volume. John H. Paterson of the 
National Cash Register Company, per- 
haps more than anyone else, pioneered 
the concept of sales management by in- 
troducing methodical recruiting, selec- 
tion, and training practices into selling, 
by delineating and assigning exclusive 
sales territories and by basing the 
evaluation of individual sales perform- 
ance on predetermined sales quotas. 
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It was Paterson, too, who first out- 
spokenly voiced the need for coordinat- 
ing advertising and personal selling. 
Advertising could create an entree for 
the salesman by instilling in the con- 
sumer a desire for a particular brand 
and by selling the channel on the profit 
opportunities to be derived from it. The 
salesman could then put an interpersonal 
touch on the situation and clinch the 
deal. 

However, it took more than the fol- 
lowing forty years for this vision of ad- 
vertising and personal selling as a team, 
rather than rival tools of marketing 
strategy, to be realized, and scientific 
sales force management to be generally 
accepted.2, The pure volume emphasis in 
sales management received a new im- 
petus as mass production went into high 
gear after World War I. New direct 
selling methods combined with the use 
of multiple channels of distribution and 
brand advertising were employed to speed 
the flow of many products from producer 
to consumer. 


DEVELOPMENT OF 
MARKETING RESEARCH 

As cost savings in production were in- 
creasingly absorbed by higher current 
expenditures on hard-selling techniques, 
it was realized that something must be 
done to stop the prodigious waste in- 
volved in the “sell anything” approach 
to marketing. Marketing and product 
development had to be integrated. The 
flow of communication from salesman to 
buyer had to be balanced by a reverse 
flow from buyer to merchandiser. The 
catalyst was found in the evolving science 
of marketing research. At every step 
of the planning, execution, and review of 
a marketing plan, staff technicians could 
be called upon to aid the line in prepar- 
ing and finalizing decisions. 


Genesis of Marketing Management 
Industrial design, marketing analysis, 

test marketing, distribution cost analy- 

sis, and advertising research were in- 
2H. R. Tosdal, “Sales Management; Retro- 


spect and Prospect,” Harvard Business Re- 
view, Autumn, 1942, p. 73. 


creasingly used in these efforts to put 
marketing on a scientific basis. Empha- 
sis on packaging and dealer relations, 
among others, showed manufacturers’ 
awareness of the need to cater to the 
ultimate consumer as well as to treat 
the entire chain of distribution as a single 
functional unit. These changes helped 
to crystallize the new philosophy of 
marketing management. 

The stronger consumer orientation of 
marketing management stems from the 
increasing sophistication and selectivity 
of the consumer? who has regained his 
sovereignty as a result of higher discre- 
tionary purchasing power, the end of the 
sellers’ market which characterized the 
decade of the 1940s, and the impending 
plethora of production being turned out 
by the automatic factory of today. Con- 
tinuing consumer emphasis in marketing 
strategy has helped to popularize the 
embryonic science of motivation research. 
As the bulk of consumer purchases is 
discretionary and therefore postponable, 
more careful product planning, includ- 
ing “built-in obsolescence,” becomes im- 
perative. The end of the random sellers’ 
market of the post-World War II period 
and the cyclical beginning of a tertiary 
postwar recession have demanded closer 
integration of all functions and aspects 
of the marketing phase of business and 
its effective coordination with other 
phases of planning and _ operations. 
Automation will make even greater de- 
mands in long-range planning, careful 
precalculation of the simulated results of 
alternative courses of action, and a kind 
of self-regulating feedback control, as 
yet scarcely known in marketing.4 
Marketing management’s call for inject- 
ing marketing approaches and market- 
ing-oriented personnel into every func- 
tion and echelon of the enterprise arises 
from changes in the nature of competi- 
3E. R. Eckler, et al, ‘Why Population and 
Income Changes Will Be Important in Future 
Strategy” in D. H. Fenn, editor, Manage- 


ment in a Rapidly Changing Economy, 
McGraw-Hill, 1958, pp. 70 ff 

4P. F. Drucker, America’s Next Twenty 
Years, New York, Harper Brothers, 1957, 
p. 23 
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tion. “Innovistic’5 instead of simple 
monopolistic competition means that un- 
related industries compete for the satis- 
faction of the same consumer or user 
needs. For example, manufacturers of 
synthetic fibers compete with processors 
of natural ones, conventional metals’ 
producers with plastics’ manufacturers. 


Similarly, due to the basic physical 
sameness of many nationally advertised 
competing brands,® a premium is put on 
heading the parade of product improve- 
ment or, at least, product change.7 
Another aspect of the metamorphosis of 
competition is revealed in companies 
striving to create for themselves, as well 
as their several product lines, a favorable 
psychological public image, since motiva- 
tion researchers claim that this, rather 
than objective product merits, intensifies 
consumer brand loyalty. 


In the last analysis, producers and 
sellers of certain kinds of products com- 
pete for the discretionary spending 
power of the consumer. In this category 
of products and services are those which 
are frankly nonessentials, such as pro- 
longed vacation trips abroad, and the 
goods contained in the accepted American 
market basket, such as automobiles and 
refrigerators which give service over a 
number of years. In the case of the 
former, the buying decision can be com- 
pletely negative by the consumer; in the 
case of the latter, he will simply decide 
to prolong the replacement period and 
postpone the purchasing of a “new” 
model until “better times” are here again. 
This kind of inter-industry competition 
is intensified as the bulk of consumer as 
well as industrial purchasing is of dis- 
cretionary, unpredictable quality. It 
calls for higher levels of strategy de- 
cision-making and for more aggressive 
coordination of all the functional and per- 


5Edward M. Barnet, “Showdown in the 
Market Place,’ Harvard Business Review, 
July-August, 1956, p. 85 ff. 

6N. H. Strouse, “A Look Into the Future 
of med in D. H. Fenn, editor op. cit., 
p. 47. 

7Cf. “Designers; Men Who Sell arial 
Business Week, April 12, 1958, p. 119 


sonal elements which should contribute 
to it. 


Marketing management’s greater em- 
phasis on return on investment’ as 
against merely higher sales volume stems 
from the realization that the higher cost 
of making greater sales, whether through 
greater market saturation, product im- 
provement or diversification, must be 
ultimately balanced by a higher and more 
sustained net return. This objective is 
implemented by the adaptation of cost 
accounting and operations research tech- 
niques to the marketing process.? 


Marketing Management 
vs. Sales Management 


To some, marketing management is 
simply a new term for a broadened con- 
cept of sales management. John A. 
Howard,!19 for example, includes among 
the topical areas of responsibility of the 
marketing manager, pricing, advertising 
and other promotion, sales management, 
the kind of product to be manufactured, 
and marketing channels to be used. 
Tosdal includes in sales management: 
product planning policy and research, dis- 
tribution policies, pricing and terms of 
sale, market and sales planning, sales 
program and sales promotion, sales or- 
ganization, management of the sales 
forces, filling and delivery of orders, and 
control of sales operations.11 


In a questionnaire survey conducted 
by the writer in 1957-58 among nation- 
ally known manufacturing corporations, 
eight out of twenty-two respondents re- 
garded marketing management as a con- 
cept describing existing marketing 
functions and seven as describing a 
combination of old and new functions. 


If the concept of marketing manage- 
ment is to have any conceptual and/or 
operational reality, it certainly can not 


8Cf. Edward M. Barnet, op. cit., p. 89. 

9W. J. Baumol and C. H. Sevin, ‘Marketing 
Costs and Mathematical Programming,” Har- 
vard Business Review, September-October, 
1957, p. 52 ff. 

10John A. Howard, Marketing Management, 
R. D. Irwin, Homewood, Illinois, 1957, p. 3. 

11H. R. Tosdal, Introduction to Sales Man- 
agement, McGraw-Hill, New York, 1957, p. vii. 
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squarely duplicate the old concept of 
sales management. Yet, such is the 
strength of fad and fashion, even in 
words, that some organizations will sim- 
ply change the title of the Vice-President 
in Charge of Sales to Marketing Vice- 
President and think they have done 
themselves some good.!2 If there is a 
difference, it must lie in the nature of 
the approach to marketing on the one 
hand and the role of the marketing func- 
tion on the other. Regarding the former, 
marketing management involves “an in- 
tegration of the various marketing 
activities and a downward delegation of 
authority.”13 In regard to the latter, 
marketing management involves a close 
integration of marketing with other busi- 
ness functions.14 Marketing manage- 
ment implies the integration of all func- 
tions involved in the movement of goods 
and services from the producer to the 
final user. These functions include not 
only selling but the related activities of 
advertising and sales promotion, man- 
power development, marketing research, 
and product planning. Marketing man- 
agement draws into its orbit other dis- 
ciplines such as statistics, cost account- 
ing, psychology, engineering, and com- 
munications, and adapts them to its own 
use. 


There is also involved, besides a 
difference in approach and method, a 
difference in basic framework; the 


essence of marketing management is the 
creative adaptation of a company to its 
changing environment. The uncontrolla- 
ble features of this environment from the 
point of view of the marketing manager 
are competition, demand, nonmarketing 
costs, the marketing structure, and 
legislation. The marketing manager uses 
the tools of product variation, distribu- 
tion channels, price, advertising, per- 
sonal selling, and location decisions to 


achieve this adaptation.15 Marketing 
12Henry Bund and J. W. Carroll, “The 
Changing Role of the Marketing Function,” 
Journal of Marketing, January, 1957, p. 272. 
13John A. Howard, op. cit., p. 3. 
14Henry Bund and J. W. Carroll, op. cit., 


p. 273. 
15John A. Howard, op. cit., pp. 3-7. 


management substitutes for hunch and 
intuitional decision-making an analy- 
tical approach to market planning and 
the execution and evaluation of such 
plans. 


Only five of the twenty-two respond- 
ents to the survey, previously cited, re- 
garded marketing management as a new 
concept of marketing and administrative 
policy formulation. Yet 13 respond- 
ents defined marketing management in 


terms of some phasic functions of 
marketing; two emphasized planning 


and research; three, planning adminis- 
tration and control; four, administration 
and coordination; one, strategy; one, 
control; one, strategy and control; one, 
planning and strategy plus integration 
of marketing with other phases of man- 
agement. Eight of the 22 respondents 
regarded marketing management as a 
line function; five as a staff function; 
and four as a combination of both. 


The emphasis on integration of func- 
tions and departments is not new in 
management thinking in recent years. 
One may say that it represents a reaction 
against overspecialization of functions 
and compartmentalization of thinking, 
on one hand, and against ineffective de- 
centralization which in turn resulted from 
cumbersome overcentralization, on the 
other. It is a partial reaction against 
the trend toward further functionaliza- 
tion of activities in the business. It 
developed out of a need “to put the pieces 
back together” into a coherent, coordin- 
ated whole in which marketing functions 
are planned and carried out to serve 
attainment of the marketing goal which 
itself serves the attainment of over-all 
company objectives.16 Operating as it 
does at the highest organizational levels, 
marketing management has become in- 
strumental not only in_ integrating 
existing and new marketing functions 
and coordinating marketing with other 
company activities, but in making far- 
reaching operational decentralization 
practically realizable. This has been 
achieved by spreading top-management 


146hdward M. Barnet, op. cit., p. 85. 
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talent over the policy-making area of 
an entire organization, while leaving 
lower echelons to learn by experiment- 
ing.17 
Organizational Aspects of 
Marketing Management 
Organizationally the transformation of 
the marketing function has expressed it- 
self in three dimensions. They are: first, 
through subfunctionalization; that is the 
breaking out of the functions previously 
nonexistent or combined with other 
functions; second, through the establish- 
ment of new coordinating agencies to 
direct the new functions; and _ third, 
through close integration of marketing 
with other major functional areas. This 
integration was achieved in two distinct 
ways, downward delegation of major line 
responsibilities and lateral extension 
and functionalization of staff activities. 
The delegation of line responsibilities led 
to decentralized decision-making. Through 
extension of staff activities, more cen- 
tralized control was maintained. This 
was to be expected in fact gathering and 
analysis preparatory to over-all policy 
formulation and long-range planning. 
On the other hand, over-all objectives 
could be more effectively implemented 
from the up-to-date vantage point of the 
local observer. 


Functionalization in Marketing 

The functionalization of marketing as 
contrasted with production turned out to 
be different by the very nature of these 


17One respondent company’s definition bears 
this out very well: “Marketing management 
serves on the staff of the parent company as 
the senior marketing advisor to the president 
and advises the subsidiary companies in mat- 
ters of sales policy. The marketing manage- 
ment does not serve in a_ sales executive 
capacity, as it does not manage or adminis- 
ter any sales force. It is responsible for keep- 
ing the staff apprised ef new developmenis 
in sales and distribution techniques, and 
changes in trends of distribution. It is the 
source of new ideas for subsidiary company 
managements and is available to recommend 
solutions to sales merchandising and distri- 
bution problems on request. It participates 
in new equipment decisions and cancellations 
mn marketing problems concerning proposed 
new ventures. Its principal activities are 
advertising and sales promotion, marketing 
services and marketing research. Corporate 
or institutional advertising is a primary re- 
sponsibility. Advice to the subsidiary com- 
panies on advertising is a secondary re- 
sponsibility.” 


two fields. When production became 
physically concentrated in _ factories, 
separation of planning operational and 
inspection activities was only a matter 
of the advent of a sufficiently large and 
technically complex mode of fabrication, 
on the one hand, and the application of 
scientific principles of division of labor, 
on the other. Similarly, it was compara- 
tively easy to turn in-process inspection 
into scientific quality control without 
losing touch with line manufacturing 
personnel and viewpoints. Thus, in pro- 
duction, both phasic and _ functional 
specialization could be integrated into 
the process without effort. On the other 
hand, inherent in marketing is the dis- 
persion of a product to customers after 
it has been concentrated. Customer con- 
tact, as contrasted with factory produc- 
tion, implies not merely dispersion of the 
product but of the personnel undertaking 
it. Some degree of physical, as well as 
organizational geographic deconcentra- 
tion, therefore, is part and parcel of the 
marketing effort. 


The volume craze tended to reduce 
forecasting and sales planning to rais- 
ing the estimate of the level of sales; 
direction of operations was limited to pep 
talks to “get out there and sell,” and, 
control was essentially a matter of being 
elated at backing the “forecast” or, at 
least, with last season’s sales, or being 
depressed over not having met the fore- 
cast. Sales personnel lacked the disci- 
pline of the analytical approach required 
in production work.18 New functions in 
marketing such as_ advertising and 
marketing research developed, not as in 
production, as general descendants of the 
parent functions, but rather as lateral 
additions in response to an exogenous 
change in circumstances. It is not sur- 
prising, therefore, that it took the 
marketing function longer to reach the 
level of phasic division of activities with 
effective integration and to coordinate 
the new subfunctions with major line 
marketing activities. 


18A, P. Felton, “Conditions of Marketing 
Leadership,” Harvard Business Review, 
March-April 1956, p. 118. 
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At one time quantitative concentration 
of product was provided for marketing 
at the manufacturer’s level by mass pro- 
duction, which imposed on marketing the 
requirement for an_ intensification of 
selling effort; increased production, thus, 
demanded more aggressive selling. 


When it came to what might be termed 
qualitative concentration or product mix, 
however, marketing for a long time has 
stood ready to sell whatever production 
turned out. Mass production demands long 
and continuous runs of fairly uniform and 
standardized products, or at least parts. 
The consumer demands a wide range of 
choice among varieties of products.19 
Only marketing could determine the bal- 
ance between cost savings of mass pro- 
duction uniformity and the increase in 
sales from marketing a greater variety 
of products. Clearly, too, marketing had 
a very decisive role to play in determin- 
ing the volume or rate of production. 


Among the functions broken out most 
frequently are marketing research, dis- 
tribution, product planning, sales plan- 
ning, and manpower development. The 
reason for the increase in importance of 
marketing research lies in the growing 
emphasis on longer range forecasting and 
the application of its results to the 
formulation of budgets affecting all 
functions of the business. Distribution 
sometimes covers field warehousing op- 
erations under line authority of sales, 
but is more frequently concerned with 
the continuing evaluation of distribution 
outlets under the marketing services or 
merchandising department. Product plan- 
ning may merely coordinate marketing 
with engineering and manufacturing or 
become a semi-autonomous division co- 
ordinated with conventional functional 
departments reporting directly to top 
management.29 Manpower development 
has tended to be functionalized since field 
sales management is no longer in a posi- 
tion to do all that the longer-run welfare 


19—. P. Watson, “Diagnosis of Management 
Problems,’ Harvard Business Review, Janu- 
ary-February 1958, p. 72. 

208. C. Johnson and C. Jones, ‘How to 
Organize for New Products,” Harvard Busi- 
ness Review, May-June 1957, p. 49 ff. 


of the organization demands.?! Growing 
difficulty in recruiting and developing 
qualified young manpower, especially 
with technical backgrounds, and teach- 
ing them more than routine selling tech- 
niques are additional reasons for func- 
tionalizing this area.22 

In the survey detailed above, respond- 
ents’ definitions were evaluated in four 
groups — poor, fair, good, and superior — 
according to how closeiy they came to 
describing the essence of marketing 
management. Not surprisingly, there was 
a close correspondence between those who 
regarded marketing management as a 
“term describing existing marketing 
functions” and those whose definition was 
classified as poor.?3 


At the opposite extreme, definitions 
classified as “good” or “superior” came 
mainly from those who thought market- 
ing management was “a term introduc- 
ing a new concept of marketing, policy 
formulation, and administration in mar- 
keting.24 

Further tabulation yields the follow- 
ing additional findings if the typical 
functional and topical areas are listed as 
follows: 


Functional Areas: 
Sales Management 
Customer and Reseller Relations 
Advertising 
Merchandising 
Marketing Research 
Product Development 
Other 
Topical Areas: 
Distribution Channels 
Sales Promotion Location Decisions 
Pricing 
Demand Analysis 
Cost Analysis 
Other 


One finds a definite pattern of correlation 


21E, T. Davis, ‘Sales Management in the 
Field,” Harvard Business Review, January- 
February 1958, pp. 91-98. 

22Henry Bund, op. cit. p. 278. 

230f six which were so classified, five came 
from respondents who regarded marketing 
management as a term describing existing 
marketing functions. 

24Two out of three were classified as 
‘superior’; two out of five were classified as 
“good.” The others came from those who re- 
garded marketing management as a term 
describing a combination of old and new 
functions. 
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between the scopes of these areas, in- 
cluding the quality of the definition as 
well as whether marketing management 
was regarded as a term describing exist- 
ing marketing functions, a combination 
of old and new functions, or as introduc- 
ing a new concept of marketing, policy 
formulation, and administration in 
marketing. The only exception to this 
statement is the fact that the respond- 
ents’ definitions classified as “poor” 
tended to be indiscriminate in checking 
all functional and topical areas. 


If product development is taken as a 
relatively new function to be included 
in marketing, all three of the respondents 
whose definitions were classified as 
“superior” included it; two of them re- 
garded marketing management as a new 
concept. Forty percent of those with 
“good” and “fair” definitions also in- 
cluded it, and most of them either re- 
garded marketing management as a new 
concept or as a term describing both old 
and new functions. If pricing decisions 
are considered, as the quality of the 
definition improves and when marketing 
management is regarded as a new con- 
cept, the number of inclusions rises.25 


Much the same pattern is revealed in 
demand analysis, location decisions and 
cost analysis. Whereas the more con- 
ventional functions and areas of distri- 
bution channels, sales promotion, adver- 


25Thus two out of three of the respondents 
with “superior” definitions included it and 
all regarded marketing management as a 
new concept. All those with “good” defini- 
tions included it, and they regarded marketing 
management either as a new concept or as a 
term describing old and new functions, Three 
out of five of the respondents with “fair” 
definitions included pricing but they regarded 
marketing management as a term either de- 
scribing old or a combination of old and new 
functions. Sales management was included 
by 18 out of 22 respondents, customer and 
reseller relations by 20, advertising by 21, 
merchandising by 19, marketing research by 
20, product development by 15, distribution 
channels by 21, sales promotion by 21, loca- 
tion decisions by 20, pricing by 17, demand 
analysis by 19, and cost analysis by 13. 
Among additional functional and _ topical 
areas which respondents mentioned are the 
following: sales training, six times; man 
power programming and development and 
sales administration, twice; market fore- 
casting and planning, marketing develop- 
ment, distribution methods and planning, 
product service, public relations, promotional 
distribution selection and creative art, one 
in each case. 


tising, customer and reseller relations are 
more generally included. There is also 
a close correspondence between the 
quality of respondents’ definitions and 
the highest organizational level in which 
marketing management is represented. 26 

The major means of coordinating some 
of these newer functions with existing 
ones within marketing has been the 
provision of common training experiences 
for staff and line personnel, job rotation, 
and the committee method of handling 
concurrent responsibilities. 


The need for integrating the market- 
ing function more closely with the other 
functions of the business stems from 
the realization that the marketing plan 
represents the cornerstone for a com- 
pany’s total planning effort. Through 
cost control and profit analysis, market- 
ing is tied into longer range profit plan- 
ning. The marketing manager is called 
upon to participate in top management 
policy formulation as well as in the work 
of departments formerly divorced from 
the selling function, such as inventory 
control and product planning.27 

Through active participation in top 
executive committees, the marketing 
manager can help to make his colleagues 
in other functional departments more 
market-oriented. A certain amount of 
exchange of personnel may even take 
place between marketing and other staff 
personnel. 


In the last analysis, every company has 
to solve the problem of organizational 
implementation of the new marketing 
concept in the light of its corporate ob- 


26Among those with “poor” definitions, two 
out of eight cited as the highest level, direc- 
tors of marketing; two, assistants to vice- 
presidents; and two, vice-presidents. On the 
other hand, four of those with “good” defi- 
nitions cited vice-presidents and one the presi- 
dent. Those with “superior” definitions, one 
executive vice-president, one president, one 
chairman of the board. 

27Cf. Henry Bund, op. cit., p. 271 ff. 

According to Sales Management’s Leader- 
ship Panel, marketing executives participate 
in location decisions to the following extent: 

Initiation Consultation 


Sales Offices 15% lo 
Warehouses 47% 51% 
New Plants 26% 51% 


See “Your Role in Top Management,” Sales 
Management, February 7, 1958, p. 64 f. 
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jectives. These objectives have to be both 
specific and long-run, a difficult combina- 
tion. They must be stated in terms 
adaptable to rapidly changing economic, 
political, and technological conditions; 
and they must be capable of being trans- 
lated into a program of action providing 
for benchmarks of performance for 
periodic evaluation. It is only on the 
basis of a company’s basic objectives and 
program that a rational structure of 
organization can be evolved, since organi- 
zation is simply a series of functional 
and personal relationships channeling 
work processes to some desired des- 
tination. 


Personnel Aspects of 
Marketing Management 

One of the greatest stumbling blocks 
on the road to wider adoption of the new 
philosophy of marketing management is 
the paucity of personnel capable of tak- 
ing over the new upgraded and enlarged 
functions. The new types of specifica- 
tions reveal the breadth of background 
and viewpoint desirable for incumbents 
of the position.28 As might be expected, 
for the immediate future, at least, sales 
departments tend to be the most common 
origin of candidates for the job. This 
is a matter of seniority and tradition. 
The sales vice-president, by mere virtue 
of being the senior representative of the 
marketing functions, tends to take over. 
A new trend, however, is visible; the kind 
of marketing research for which top 
management is increasingly searching 
calls for long-range, broadly based analy- 
ses which can be undertaken only by per- 
sonnel who combine the highest pro- 
fessional qualifications with great organi- 
zational and human perceptivity and 
acumen.?9 It may not be too long be- 
fore the head of marketing research, 
already called directly into top manage- 
ment councils, may step into the shoes 
of the former sales vice-president as 


28For example, see Henry Bund and James 
W. Carroll, op. cit., p. 288. 

29R. L. Katz, “Skills of an Effective Admin- 
istrator,” T'arvard Rusiness Review, January- 
February 1955, p. 33 ff. 


marketing director when the latter dis- 
appears from the scene through retire- 
ment. The development of such personnel 
will be one of the great challenges of 
executive education. Both graduate 
schools of business administration and 
industry itself will make their own vital 
contributions. Universities will be forced, 
where this is not already the case, to 
reorient their graduate and more par- 
ticularly their advanced management 
training programs toward turning out 
“generalists” rather than _ specialists. 
Companies will have to provide for a 
planned sequence of line, staff, and tech- 
nical training experience within and out- 
side the marketing function for those 
who are being groomed for marketing 
management work. They will also do well 
to open their doors to educators for the 
mutually enriching experience of ex- 
changing ideas.?% Only thus can indus- 
try hope to discover and prepare enough 
talent to take over those positions which 
put marketing in the perspective de- 
manded by our present business struc- 
ture. 


CONCLUDING 
OBSERVATIONS 

Involved in the development of this 
new philosophy of marketing manage- 
ment is a change in the approach to 
marketing. This means a change in its 
role and a change in the basic conceptual 
framework. The change in approach 
seems to mean that henceforth the work 
of diverse marketing activities will 
likely be integrated effectively into a 
total marketing plan. This change in 
the role of marketing resulted in the func- 
tionalization of related activities, some 
of which, like manpower development, 
have been previously nonexistent, while 
others, like product development, are 
being combined with others. As a corol- 
lary of functionalization, new coordinat- 
ing agencies have had to be created to 
direct the new functions. Finally this 


30Cf. American Association of Collegiate 
Schools of Business, Faculty Requirements 
and Standards, New York, 1955, p. 162. 
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change in the role of marketing produced 
closer integration of marketing with 
other business functions. 

The change in conceptual framework 
has given marketing a higher organiza- 
tional stature in order that it might draw 
from it a vital contribution toward adapt- 
ing the enterprise to a changing environ- 
ment. Among the exogenous forces which 
helped to crystallize the new marketing 
concept are the end of the postwar sell- 
ers’ market, higher incomes, the develop- 
ment of innovistic competition, and 
greater consumer sophistication. Among 
the internal forces at work were reac- 


tions against compartmentalized think- 
ing, overfunctionalization, and unwise 
decentralization, all of which led to a 
desire to give marketing a stronger 
operational unity and to integrate it more 
effectively with other business functions. 
The present recession and the prospect 
of automation will combine to hasten the 
adoption of this new approach. Its im- 
plementation necessitates a reorientation 
of executive education in marketing to- 
ward turning out “generalists” who com- 
mand the conceptual as well as the 
human and technical skills required for 
this new role of marketing. 








Production Planning Through Inventory Control 
by JOHN C. SEVIER* 


The determination of quantity goals in 
production planning by those firms that 
produce in continuous and discontinuous 
processes is difficult. An approach to this 
problem is possible through the minimi- 
zation of the costs of administering the 
finished goods inventory. The model for 
administering the finished goods inven- 
tory has an analogue in the general 
model for making inventory decisions, if 
a modification is made in that model. 





|NCLUDED in several functions and 
responsibilities of the executive in charge 
of production is the responsibility for 
the preparation of the basic production 
plan for the ensuing year. This produc- 
tion executive and his staff will prepare, 
based upon sales forecasts developed by 
the marketing organization and all 
available engineering information, esti- 
mates of the quantities of men, ma- 
chines, and materials that will be neces- 
sary to produce the goods desired by the 
market. These estimates must be con- 
sistent with the major premise of the 
activity of the firm; that is, the goods 
must be produced in the largest possible 
quantity that the market is willing to 
consume at the lowest possible cost per 
unit, and with the highest possible 
quality consistent with that cost sched- 
ule. Further, production planning also 
implies the preparation of the techniques 
for achieving the goals set forth in the 
production budget and in the master 
manufacturing schedule, as well as the 
necessary control devices to insure the 
accomplishment of the goals, once the 
operation has begun. 


Production planning in its full context 
has the goal of bringing together the 
necessary factors of production so that 


*John C. Sevier is a member of the Manage- 
ment Department faculty of the Temple 
University School of Business and Public 
Administration and has written’ several 
articles. 


there will be an adequate flow into the 
finished goods inventory, of such a 
magnitude that sales may always be 
consumated, and that there be no un- 
due increase in the average level of the 
finished goods inventory. This latter 
factor is as important as any antecedent 
factor since the average total cost of ad- 
ministering the finished goods inventory 
contributes ultimately to the average 
total cost of production. Failure to 
minimize the average total costs of pro- 
duction, given demand, means that profits 
must be impaired. Depending upon the 
nature of the production process and the 
characteristics of demand through time, 
the finished goods inventory may vary 
significantly, inducing a variation in the 
costs of administering the inventory. 


PRODUCTION PLANNING FOR 
CONTINUOUS MANUFACTURING 


Production planning to set the quantity 
goals in those industries that are or- 
ganized to produce in a continuous pro- 
cess, where the units of production are 
essentially homogeneous and the means 
of production are used for only one 
product, evolves itself into a model for 
the determination of the scale of 
capacity to be adopted. Since by defini- 
tion there is little or no opportunity to 
adjust output to fluctuations in demand 
through time, fluctuations in the finished 
goods inventory are accepted. Literally, 
in the season in which production exceeds 
demand, the inventory is allowed to grow 
in size to absorb the increase in sales 
in the season in which demand exceeds 
production. Ideally, the average rate of 
production for the year, the scale, would 
have to equate the average rate of con- 
sumption for the same year, in order to 
minimize finished goods inventory costs. 


The logic of planning for production 
using a continuous process would require 
the setting of a scale of production 
for each product that would minimize 





ie, 
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the average total costs of administering 
the finished goods inventory resulting 
from the fluctuations in demand for that 
product relative to the capacity to pro- 
duce. Thus, separate planning programs 
would be required for each product. 


To the extent that the production 
process results in a joint product, the 
proportions of the several products being 
constant but different, the planning 
program would have to be related to the 
product accounting for the higher costs 
of production, when costs are discernible. 
Where costs are not discernible, the con- 
trolling factor must be the demand 
schedule having the least price elasticity. 
Should the products be jointly consumed 
in the same proportions as they are pro- 
duced, but the demand fluctuate through 
time, inventory fluctuations would have 
to be accepted, the total inventory rising 
and falling seasonally, but the propor- 
tions of the products in the inventory 
remaining the same through time. 


In these two cases, continuous produc- 
tion with fluctuating demand, and con- 
tinuous joint production with fluctuating 
joint demand, inventory administration 
costs must necessarily be high since pro- 
vision would have to be made for the 
maximum inventory that would develop 
in those periods when the rates of pro- 
duction and consumption would be most 
disparate. 


In a third case of production planning 
where the process of manufacture is con- 
tinuous and joint and the demand is not 
joint, planning must be based upon the 
product that provides the greater revenue. 
Should the consumption pattern of the 
secondary product have a different sea- 
sonal pattern relative to the pattern of 
the primary product, better utilization of 
the overhead costs of the finished goods 
inventory will result than if the products 
were both jointly produced and con- 
sumed. As the rate of consumption of 
the one product falls relative to produc- 
tion rates, and the rate of consumption 
of the other product increases, spatial 


allowances are immediately provided. 
Thus, the finished inventories will have a 
tendency to remain static in total quan- 
tity, but will vary in the proportions of 
the products comprising that total. 


PRODUCTION PLANNING FOR 
INTERMITTENT PRODUCTION 


For those firms that engage in inter- 
mittent production, job-lot production or 
producing custom tailored units, the utili- 
zation of the capacity to produce is often 
allocated to several types of products, 
each being produced at different times 
in the year. The production program 
for a product would not set the 
scale of operations for the plant. This 
would be determined by the aggregate 
requirements of the several products. 
Instead, the program would set the tim- 
ing for the commencement of production, 
and the size of the particular batch to 
be produced. Given the annual sales 
volume expected, the number of batches 
to be produced during the year would 
then be determined by the ratio of the 
sales volume to the batch size. The 
size of the batch to be produced, if the 
conduct of the firm is to be consistent 
with the major premise of the activity 
of the firm, must minimize the average 
total costs of administering the finished 
goods inventory. 


When production is intermittent and 
the seasonality of the fluctuations in 
demand can be matched by production 
timing, the inventory will loom as a rela- 
tively unimportant factor in the model. 
As the goods are produced, they would 
be consumed. This is a unique condition. 


When the demand is seasonal, the tim- 
ing of the production period to coincide 
with demand changes is impossible; in- 
ventories must accumulate in order to 
consumate sales in the periods in which 
production is not forthcoming. The same 
condition also develops when demand is 
relatively stable through time, but pro- 
duction is not continuous. Inventories 
are deliberately accumulated to provide 
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a stock of goods to carry over the sales 
effort until production programs return 
to the creation of the 
under consideration. 


particular good 


THE GENERAL 
INVENTORY MODEL 


In retrospect, it can be that 
irrespective of the nature of the produc- 
tion process or of the nature of the pat- 


terns 


seen 


of consumption, but germane to 
the interrelationship of these two eco- 
nomic activities, decisions 
must be made in conjunction with the 


production 


inventory 


decision. Truly, in some 
cases, as shown above, production de- 
cisions cannot be made except through 


inventory decisions. 


The general model for making inven- 
tory decisions, and for determining the 
economic lot-size of production materials 
to be purchased, rests upon the relation- 
ship between the costs of procuring the 
units to be added to the inventory and 
the costs of carrying the resulting aver- 
age inventory. The presence or absence 
of a reserve is not germane to the de- 
termination of the lot-size to be ordered, 
although the presence of a reserve will 
increase the average total costs of 
administering the resulting inventory. 
The lot-size that will minimize the aver- 
age total costs of administering the in- 
ventory, contrary to generally accepted 
belief, is not a function of the equality 
of the procurement costs and the carry- 
ing costs. ! 


The general model for the determina- 
tion of the economic lot-size that will 
minimize the average total costs of 
administering an inventory states that 
the lot-size is determined by the square 
root of twice the annual production re- 
quirements multiplied by the ratio of 
the procurement costs per order placed 


1The proof of this generalization, and the 
urgument that develops a general model for 
making inventory decisions can be found in 
an article by the writer in the December, 
1957, Eeonomics and Business Bulletin, pp. 
7-12. 


during the year and the unit costs of 
carrying the resulting inventory. 


In algebraic form: 


c 
R = Annual production require- 
ments, 


p = Procurement costs per order 
placed, and 

ec = Unit carrying costs of the 
inventory. 


Where: 


Although the model was developed for 
decision making relative to purchased in- 
ventories, the basic logic of the model 
can serve as an analogue for decision 
making relative to finished goods inven- 
tories. 


ADAPTATION OF THE 
GENERAL MODEL 


The general model has three independ- 
ent variables — R, the annual production 
requirements, p, the procurement costs 
per order, and c, the unit carrying costs 
of the purchased inventory. The con- 
struction of an analogue would require 
three independent variables. However, 
only two of the three variables will re- 
quire modification. 


Analagous to the annual production 
requirements as a partial determinant of 
the economic lot-size order to be placed 
is the annual sales volume expressed in 
units of output. This will be designated 
as S in the model. 


The procurement costs of an inventory 
of units to be purchased includes the 
clerical, supervisory, and overhead costs 
of preparing each order. The costs of 
procuring an inventory that is to be 
manufactured must be related to some 
manufacturing costs. The specific costs 
that apply include the clerical, supervi- 
sory, and overhead costs of preparing the 
production order, the costs of setting up 
the plant to produce the batch, and the 
costs of dismantling and cleaning the 
plant following completion of the batch. 
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This will be designated as m in the 
model. 

The carrying costs of either a pur- 
chased inventory or a manufactured in- 
ventory are the same, including the 
spatial costs of the maximum inventory, 
and the accumulated direct and indirect 
costs of the average inventory, including 
both the variable and fixed (reserve) por- 
tions of the inventory. This will continue 
to be designated as c in the model. 


RESTATEMENT OF THE 
GENERAL MODEL 


The average total costs of administer- 
ing a finished goods inventory, or of any 
inventory of intermediate goods that 
is manufactured, will be determined 
by the increasing costs of carrying the 
reserve portion of the inventory and the 
fluctuating portion of the inventory on 
the one hand, and the decreasing per unit 


costs of manufacturing the units to be 
added to the inventory. Following the 
logic of the general model for determin- 
ing the economic lot-size to be ordered, 
the economic lot-size to be produced that 
will minimize the average total costs of 
administering the inventory is determ- 
ined by the square root of twice the 
annual sales volume multiplied by the 
ratio of the costs per manufacturing 
order and the unit carrying costs of the 
resulting inventory. 


In algebraic form, this may be ex- 
pressed as follows: 


B = /2s = 


Where: S = the Annual sales volume, 


m = manufacturing costs per 
order, and 

c = unit carrying costs of the 
inventory. 
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